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[  26  CFR  Parts  1,  31. 32,  and  301  ] 
[IR-2150] 

FEDERAL  COLLECTION  AND  ADMINISTRA¬ 
TION  OF  QUALIFIED  STATE  INDIVIDUAL 
INCOME  TAXES;  REPORTS  TO  JOINT 
COMMITTEE  ON  TAXATION 

Notice  of  Proposed  Rulemaking 

AGEINCY:  Internal  Revenue  Service, 
Treasury. 

ACTION :  Notice  of  proposed  rulemaking. 

SUMMARY:  This  document  contains 
proposed  regulations  relating  to  the  Fed¬ 
eral  collection  and  administration  of 
qualified  State  individual  income  taxes. 
Changes  to  the  applicable  tax  law  were 
made  by  the  Federal-State  Tax  Collec- 
ticm  Act  of  1972  as  amended  by  the  Tax 
Reform  Act  of  1976.  The  regulations 
would  provide  the  States  with  guidance 
needed  in  determining  whether  to  elect 
Federal  collection  and  administration  of 
their  individual  income  taxes. 

DATES:  Written  comments  and  requests 
for  a  public  hearing  must  be  delivered  or 
mailed  by  December  14,  1977.  Federal 
collection  and  administration  of  qualified 
State  individual  income  taxes  will  go  into 
effect  on  the  first  January  1  w’hich  is 
more  than  one  year  after  the  first  date 
on  which  at  least  one  State  has  filed  a 
notice  of  its  election  with  the  Secretary 
of  the  Treasury  or  his  delegate. 

ADDRESS:  Send  comments  and  requests 
for  a  public  hearing  to  Commissioner  of 
Internal  Revenue,  Attention:  CC:LR:T, 
LRr-2150,  Washington,  D.C.  20224. 

FOR  FURTHER  INFORMATION  CON¬ 
TACT: 

William  E.  Mantle  of  the  Legislation 
and  Regulations  Division,  Office  of  the 
Chief  Counsel,  Internal  Revenue  Serv¬ 
ice,  1111  Constitution  Avenue  NW., 
Washington,  D.C.  20224,  Attention: 
CC:LR:T,  202-566-3734. 

SUPPLEMENTARY  INFORMATION: 
Background 

This  document  contains  proposed 
amendments  to  the  Income  Tax  Regula¬ 
tions  (26  CFR  Part  1),  the  Employment 
Tax  Regulations  (26  CFR  Part  31),  the 
Temporary  Employment  Tax  Rela¬ 
tions  Under  the  Tax  Reform  Act  of  1969 
(26  CFR  Part  32),  and  the  Regulations 
on  Procedure  and  Administration  (26 
<JFR  Part  301).  These  amendments  are 
proposed  to  conform  the  regulations  to 
sections  202(a),  203(a),  and  204  (a)  and 
(b)  of  the  Federal-State  Tax  C^sUection 
Act  of  1972  (86  Stat.  936,  944,  945) .  and 
to  section  2116  of  the  Tax  Reform  Act 
of  1976  (90  Stat.  1910).  The  amendments 
are  to  be  issued  under  the  authority 
contained  in  sections  6364  and  7805  of 
the  Internal  Revenue  Code  of  1954  (86 
Stat.  944.  26  U.S.C.  6364  and  68A  Stat. 
917,  26  UJ5.C.  7805) . 


In  Genxral 

In  essence,  the  new  law  provides  a  sys¬ 
tem  whereby  the  Federal  Government 
will  collect  individual  income  taxes  Im- 
tXKsed  by  a  State  which  elects  to  partici¬ 
pate  in  the  system.  Those  taxes  will  be 
collected  as  if  they  were  Federal  Income 
taxes  and  the  revenue  collected  will  be 
turned  over  to  the  electing  State.  No  fee 
or  other  charge  will  be  imposed  on  any 
State  for  the  collection  or  administration 
of  its  individual  income  taxes.  In  the 
interest  of  administrability,  a  State  tax 
which  is  eligible  for  Federal  collection 
(a  “qualified  tax”)  must  conform  to  cer¬ 
tain  explicit  specifications  contained  in 
the  statute  and  the  regulations.  Such 
qualified  taxes  conform  generally  to  the 
Federal  income  tax. 

“Piggybacking”,  as  it  is  generally 
known,  was  designed  to  increase  the 
efficiency  of  collecting  State  taxes  by 
eliminating  duplication  of  effort  by  State 
and  Federal  tax  administrators,  elimi¬ 
nating  duplicate  recordkeeping  by  tax¬ 
payers,  establishing  uniform  treatment 
for  individual  taxpayers  at  both  the 
State  and  Federal  levels,  providing  faster 
collection  of  State  income  taxes,  and 
freeing  State  courts  from  individual  in¬ 
come  tax  controversies. 

Imposition  of  Qualified  Tax 

A  qualified  State  tax  may  be  imposed 
on  nonresidents  as  well  as  residents,  at 
the  option  of  the  State.  Rules  are  set 
forth  to  determine  who  is  a  resident,  and 
what  income  of  nonresident  is  subject 
to  tax.  A  qualified  resident  tax  may  be 
either  based  on  Federal  taxable  income 
or  a  percentage  of  Federal  tax  liability, 
in  either  case  with  certain  mandatory 
and  optional  adjustments.  One  of  the 
optional  adjustments  to  either  type  of 
qualified  resident  tax  is  a  credit  against 
the  tax  for  the  taxpayer’s  income  tax 
liability  to  another  State  or  a  political 
subdivision  thereof.  In  addition.  States 
are  permitted  to  enter  into  reciprocal 
agreements  under  w'hich  all  residents  of 
one  State  are  exempted  from  liability  for 
the  other  State’s  qualified  nonresident 
tax. 

Federal  Representation  of  State 

The  proposed  regulations  provide,  in 
accordance  with  the  statutory  policy, 
that  the  Federal  Government  will  gen¬ 
erally  represent  the  State’s  interest  in 
any  administrative  or  judicial  proceed¬ 
ing  involving  a  qualified  tax.  However, 
the  right  of  the  State  to  represent  its  own 
interest  is  preserved  in  State  court  liti¬ 
gation  relating  to  the  State  constitution 
and  in  certain  litigation  involving  the 
relationship  between  the  United  States 
and  the  State.  In  addition.  States  may 
be  permitted  to  carry  on  certain  supple¬ 
mental  operations,  including  audits  and 
examinations  of  tax  returns.  However, 
all  administrative  determinations  with 
respect  to  the  qualified  tax  liability  of  an 
individual  are  to  be  made  by  the  Federal 
Government,  and  are  not  reviewable  by 
the  State. 


Transfer  of  Tax  to  States 

Amoimts  collected  with  respect  to 
qualified  taxes  are  to  be  transferred  on 
a  current  basis  to  the  State  on  the  basis 
of  estimates,  with  adjustments  to  be 
made  at  least  annually  when  figures  re¬ 
lating  to  the  actual  amounts  collected 
are  available. 

Election  by  States 

The  proposed  regulations  contain 
guidelines  indicating  the  steps  that  must 
be  followed  by  a  State  in  electing,  or 
withdrawing  from,  piggybacking.  In  ad¬ 
dition,  provision  Is  made  for  the  State 
to  obtain  judicial  review  of  an  adverse 
determination  by  the  Federal  Govern¬ 
ment  with  respect  to  the  qualification 
of  the  State  tax  laws  or  the  validity  of 
the  State’s  notice  of  election. 

Effective  Date 

Piggybacking  will  go  into  effect  on  the 
first  January  1  which  Is  more  than  one 
year  after  the  first  date  on  which  at 
least  one  State  has  filed  a  notice  of  its 
election  with  the  Secretary  of  the  Treas¬ 
ury  or  his  delegate. 

Comments  and  Requests  for  a  Public 
Hearing 

Before  adopting  these  proposed  regu¬ 
lations.  cemsideration  will  be  given  to 
any  written  comments  that  are  submit¬ 
ted  (preferably  six  copies)  to  the  Com¬ 
missioner  of  Internal  Revenue.  All  com¬ 
ments  will  be  available  for  public  inspec¬ 
tion  and  copying.  A  public  hearing  will 
be  held  upon  written  request  to  the  Com¬ 
missioner  by  any  person  who  has  sub¬ 
mitted  written  comments.  If  a  public 
hearing  is  held,  notice  of  the  time  and 
place  will  be  published  in  the  Federal 
Register. 

Drafting  Information 

Principal  author  of  these  proposed 
regulations  was  William  E.  Mantle  of  the 
Legislation  and  Regulations  Division  of 
the  Office  of  Cffilef  Counsel,  Internal 
Revenue  Service.  However,  personnel 
from  other  offices  of  the  Internal  Reve¬ 
nue  Service  and  Treasury  Department 
participated  In  developing  the  regula¬ 
tions,  both  on  matters  of  substance  and 
style. 

Proposed  Amendments  to  the 
Regulations 

’The  proposed  amendments  to  26  CFR 
Parts  1,  31,  32,  and  301  are  as  follows: 

PART  1 — INCOME  TAX;  TAXABLE  YEARS 
BEGINNING  AFTER  DECEMBER  31.  1953 

Paragraph  1.  So  much  of  paragraph 
(a)  of  §  1.164-1  as  follows  subparagrai^ 
(5)  thereof  is  amended  to  read  as 
follows: 

§  1.164—1  Deduction  for  taxes. 

{9.)  In  general.*  *  * 

(5)  •  •  * 

In  addition,  there  shall  be  allowed  as 
a  deduction  under  this  section  State  and 
local,  and  foreign,  taxes  not  described  In 
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subparagraphs  (1)  through  <5>  ol  Uiis 
paragraph  which  are  paid  or  accrued 
within  the  taxable  year  in  carrying  on  a 
trade  or  business  or  an  activity  described 
in  section  212  (relating  to  expenses  for 
production  of  income).  For  example, 
dealers  or  investors  in  securities  and 
dealers  or  investors  in  real  estate  may 
deduct  State  stock  transfer  and  real  es¬ 
tate  transfer  taxes,  respectively,  under 
section  IM,  to  the  extent  they  are  ex¬ 
penses  incurred  in  carrying  on  a  trade  or 
business  or  an  activity  for  the  production 
of  Income.  In  general,  taxes  are  de¬ 
ductible  only  by  the  person  upon  whom 
they  are  Imposed.  However,  see  S  1.164-5 
in  the  case  of  certain  taxes  paid  by  the 
consumer.  Also,  in  the  case  of  a  quali- 
fled  State  individual  income  tax  (as  de¬ 
fined  in  section  6362  and  the  regulations 
thereunder)  which  is  determined  by  ref¬ 
erence  to  a  percentage  of  the  Federal 
Income  tax  (pursuant  to  section  6362 
(c)),  an  accrual  method  taxpayer  shall 
use  the  cash  receipts  and  disbursements 
method  to  compute  the  amount  of  his 
deduction  therefor.  Thus,  the  deduction 
under  section  164  is  in  the  amount  actu¬ 
ally  paid  with  respect  to  the  qualified 
tax.  rather  than  the  amount  accrued 
with  respect  thereto,  during  the  taxable 
year  even  though  the  taxpayer  uses  the 
accrual  methcxl  of  accounting  for  other 
purposes.  In  addition,  see  paragraph  (f ) 

(1)  of  S  301.6361-1  of  this  chapter 
(Regulations  on  Procedure  and  Admin¬ 
istration)  with  respect  to  rules  relating 
to  allocation  and  reallocation  of  amounts 
collected  on  account  of  the  Federal  in¬ 
come  tax  and  qualified  taxes. 

•  •  •  •  * 

Par.  2.  Section  1.451-1  is  amended  by 
adding  at  the  end  thereof  a  new  para¬ 
graph  (e),  to  read  as  follows: 

§  1.451—1  Grneral  rule  fur  laxiible  >ear 

nf  inrlusiun. 

*  •  •  *  • 

(e)  Special  rule  for  inclusion  of  Quali¬ 
fied  tax  refund  effected  by  allocation.  For 
rules  relating  to  the  inclusion  in  income 
of  an  amount  paid  by  a  taxpayer  in  re¬ 
spect  of  his  liability  for  a  (lualified  State 
individual  income  tax  and  allocated  or 
reallocated  in  such  a  manner  as  to  a]M)ly 
It  toward  the  taxpayer’s  liability  for  the 
iMeral  lnc(une  tax,  see  paragraidi  (f) 
(1>  of  S  301.6361-1  of  this  chapter 
(Regulations  on  Procedure  and  Admin¬ 
istration)  . 

Pab.  3.  Paragraphs  (a)  and  (d)  of 
§  1.6001-1  are  amended  to  read  as  fol¬ 
lows: 

§  1.6001—1  Reeord«. 

(a)  Jn  general.  Except  as  provided  in 
paragraph  (b)  of  this  section,  any  per¬ 
son  subject  to  tax  under  subtitle  A  of  the 
erode  (including  a  qualifled  State  indl- 
vldual  income  tax  which  is  treated  pur¬ 
suant  to  section  6S61(a)  as  if  it  were 
kMposed  by  chiq?ter  1  of  subtitle  A) ,  or 
any  person  required  to  ffle  a  return  of 
inleinnation  with  respect  to  income,  shsdl 
keep  such  permanent  b(xto  of  account  or 
re<x>rds.  Including  inventories,  as  are  suf¬ 
ficient  to  cstahUsh  the  amount  of  gross 


Income,  deductions,  credits,  or  other 
matters  required  to  be  shown  by  such 
person  in  any  return  of  such  tax  or  in¬ 
formation. 

•  •  •  A  • 

(d)  Notice  by  district  director  requir¬ 
ing  returns,  statements,  or  the  keeping  of 
records.  The  district  director  may  require 
any  person,  by  notice  served  upon  him, 
to  make  such  returns,  render  such  state¬ 
ments,  or  keep  such  specific  records  as 
will  enable  the  district  director  to  deter¬ 
mine  whether  or  not  such  person  is  lia¬ 
ble  for  tax  under  subtitle  A  of  the  Code, 
including  qualified  State  individual  in¬ 
come  taxes,  which  are  treated  pursuant 
to  section  6361(a)  as  if  they  were  im¬ 
posed  by  chapter  1  of  subtitle  A. 

Par.  4.  There  is  inserted  immediately 
after  5  1.6001-1  the  following  new  sec¬ 
tion: 

§  1.6001-2  Kiiiinix. 

For  rules  relating  to  returns  required 
to  be  made  by  every  individual,  estate, 
or  trust  which  is  liable  for  one  or  more 
qualified  State  individual  inccmie  taxes, 
as  defined  in  section  6362,  for  a  taxable 
year,  see  paragraph  (b)  of  I  301.6361-1 
of  this  chapter  (Regulations  on  Proce¬ 
dure  and  Administration). 

Par.  5.  Paragraph  (a)  (2)  of  §  1.6012-1 
is  amended  by  adding  at  the  end  thereof 
a  new  subdivision  (vl) ,  to  read  fis  follows; 

§  l.(M12— 1  Individuals  required  to  make 
returns  of  income. 

(a)  Individual  citizen  or  resident. 

m  m  9  0  0 

(2)  Special  rules.  •  •  * 

(vi)  For  rules  relating  to  returns  re¬ 
quired  to  be  made  by  every  individual 
who  is  liable  for  one  or  more  qualified 
State  individual  income  taxes,  as  defined 
in  section  6362,  for  a  taxable  year,  see 
paragraph  (b)  of  i  301.6361-1  of  this 
chapter  (Regulations  on  Procedure  and 
Administration) . 

Par.  6.  Paragraph  (a)  of  §  1.6012-3  is 
amended  by  adding  at  the  end  thereof  a 
new  subparagraph  (8),  to  read  as  fol¬ 
lows: 

§  1.60)2—3  Rclurnn  by  fiduciaries. 

(a)  For  estate  and  trusts.  •  •  • 

(8)  Estates  and  trusts  liable  for  quali¬ 
fied  tax.  In  the  case  of  an  estate  or  trust 
which  is  liable  for  one  or  more  qualifled 
State  individual  income  taxes,  as  defined 
in  section  6362,  for  a  taxable  year,  see 
paragraph  (b)  of  S  301.6361-1  of  this 
chapter  (Regulations  on  Procedure  and 
Administration)  for  rules  relating  to  re¬ 
turns  required  to  be  made. 

Par.  7.  Section  1.6015  (c)-l  is  amended 
to  read  as  follows: 

§  1.6015(c)— 1  Definition  of  c)>timatcd 
lax. 

(a)  In  general.  In  the  case  of  an  in¬ 
dividual,  the  term  “estimated  tax” 
means — 

(1)  The  amount  which  the  individual 
estimates  as  the  amount  of  the  income 
tax  imposed  by  chapter  1  (other  than  the 
tax  iimMsed  by  section  56  or,  for  tax¬ 
able  years  ending  before  September  30, 
1968,  the  tax  surcharge  imposed  by  sec¬ 


tion  51)  Joe  the  taxaMe  year  (and  in¬ 
cluding  the  anaeunt  which  he  estimates 
as  the  amount  of  any  qualified  State  in¬ 
dividual  income  taxes  which  are  treated 
pursuant  to  section  6361(a)  as  if  they 
were  imposed  by  chapter  1  lor  the  tax¬ 
able  year) ,  plus 

(2)  For  taxable  years  beginning  after 
December  31, 1966,  the  amount  which  the 
individual  estimates  as  the  amount  of 
the  self-employment  tax  imposed  by 
chapter  2  for  the  taxable  yem*,  minus 

(3)  The  amount  which  the  individual 
estimates  as  the  sum  of  any  credits 
against  tax  provided  by  part  IV  of  sub¬ 
chapter  A  of  chapter  1.  These  credits 
are  those  provided  by  section  31  (relating 
to  tax  withheld  on  wages),  section  32 
(relating  to  tax  withheld  at  source  on 
nonresident  aliens  and  foreign  corpora¬ 
tions  and  on  tax-free  covenant  bonds), 
section  33  (relating  to  ftareign  taxes), 
section  34  (relating  to  the  credit  for 
dividends  received  on  or  before  Decem¬ 
ber  31,  1964),  section  35  (relating  to 
partially  tax-exempt  interest),  section 
37  (rel^ng  to  the  elderly)  section  38 
(relating  to  the  investment  credit),  sec¬ 
tion  39  (relating  to  certain  uses  of  gaso¬ 
line,  special  fuels,  and  lubricating  oil), 
section  40  (relating  to  expenses  of  work 
incentive  programs) ,  section  41  (relating 
to  contrilmtions  to  candidates),  section 
42  (relating  to  general  tax  credit),  sec¬ 
tion  43  (relating  to  earned  income),  sec- 
Uoa  44  (relating  to  pxurchase  of  new  prin¬ 
cipal  residence),  section  44A  (relating  to 
expenses  for  household  and  dependent 
care  services  necessary  for  gainful  em¬ 
ployment),  section  44B  (relating  to 
credit  for  employment  of  certain  new 
employees),  section  45  (relating  to 
overpayments  of  tax) ,  and  also  minus 

(4)  In  the  ease  of  an  individual  who 
Is  subject  to  one  or  more  qualified  State 
individual  income  taxes,  the  amoimt 
which  he  estimates  as  the  sum  ol  the 
(^edits  allowed  against  such  taxes  pur¬ 
suant  to  section  6362(b)  (2)  (B)  or  (C) 
or  section  6362(e)  (4)  and  paragraph  (c) 
of  i  301.6363-4  of«  this  eh«q>ter  (R^u- 
lations  cm  Prex^ure  and  Administra¬ 
tion)  (relaAiag  to  the  credit  for  inemne 
taxes  of  other  States  car  political  sub¬ 
divisions  thereof)  and  paragrajdi  (c) 
(2)  of  S  301.6361-1  (relating  to  the  credit 
for  tax  withheld  from  wages  on  account 
of  qualified  State  individual  income 
taxes). 

(b)  Example.  A,  a  self-employed  in¬ 
dividual  not  subject  to  any  qualifled 
State  individual  income  tax,  estimates 
that  his  BabDities  for  income  tax  and 
8^-employment  tax  for  1973  will  be 
$1,606  and  $400,  respectivety.  A  is  re- 
qicdred  to  declare  and  pay  an  estimated 
tax  of  $2,000  for  that  year. 

Par.  8.  Hie  foBowing  new  section  is 
inserted  iinme<iiatety  after  1  1.6302-2: 

§  1.6361-1  Calhrctini  a«dl  adnuaiatra- 
lion  ol  quolifiad  StaAe  individual  in- 
eome  taxes. 

Except  as  atherwise  pravkted  in 
11  301.6361-1  to  30U36&-3,  iocllistye.  oi 
this  chapter  (Regulations  cm  Pioerck— 
and  Adndatitoatten),  the  ysavtsloas  of 
this  part  ittder  subtitle  F  sf  the  1&- 
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ternal  Revenue  Code  of  1954  relating 
to  the  collection  and  administration  of 
the  taxes  imposed  by  chapter  1  of  such 
Code  on  the  incomes  of  individuals  (or 
relating  to  civil  or  criminal  sanctions 
with  respect  to  such  collection  and  ad¬ 
ministration)  shall  apply  to  the  collec¬ 
tion  and  administration  of  qualified 
State  individual  income  taxes  (as  defined 
in  section  6362  of  such  Code  and  the  reg¬ 
ulations  thereunder)  as  if  such  taxes 
were  imposed  by  chapter  1. 

Par.  9.  Section  1.6654-1  is  amended 
by  revising  paragraph  (a)  (D  and  (4)  to 
read  as  follows: 

§  1.6654—1  Addition  to  the  tax  in  the 
ea<)e  of  an  individual. 

(a)  In  general.  (1)  Section  6654  im¬ 
poses  an  addition  to  the  taxes  under 
chapters  1  and  2  of  the  Code  in  the 
case  of  any  underpayment  of  estimated 
tax  by  an  individual  (with  certain  ex¬ 
ceptions  described  in  section  6654(d)). 
including  any  underpayment  of  esti¬ 
mated  qualified  State  individual  income 
taxes  which  are  treated  pursuant  to  sec¬ 
tion  6361(a)  as  if  they  were  imposed  by 
chapter  1.  This  addition  to  the  tax  is  in 
addition  to  any  applicable  criminal 
penalties  and  is  imposed  whether  or  not 
there  was  reasonable  cause  for  the  un¬ 
derpayment.  The  amount  of  the  under¬ 
payment  for  any  installment  date  is  the 
excess  of — 

(i)  The  following  percentages  of  the 
tax  shown  on  the  return  for  the  tax¬ 
able  year  or,  if  no  return  was  filed,  of 
the  tax  for  such,  year,  divided  by  the 
number  of  installment  dates  prescribed 
for  such  taxable  year: 

(A)  80  percent  in  the  case  of  taxable 
years  beginning  after  December  31, 1966, 
of  Individuals  not  referred  to  in  section 
6073(b)  (relating  to  income  from  farm¬ 
ing  or  fishing) ; 

(B)  70  percent  in  the  case  of  taxable 
years  beginning  before  January  1,  1967, 
of  such  individuals;  and 

(C)  66%  percent  in  the  case  of  indi¬ 
viduals  referred  to  in  section  6073(b); 
over 

(ii)  The  amount,  if  any,  of  the  install¬ 
ment  paid  on  or  before  the  last  day  pre¬ 
scribed  for  such  payment. 

•  •  •  •  # 

(4)  The  term  “tax"  when  used  in  sub- 
paragraph  (1)  (i)  of  this  paragraph  shall 
mean — 

(I)  The  tax  imposed  by  chapter  1  of 
the  Code  (other  than  by  section  56  or, 
for  taxable  years  ending  before  Septem¬ 
ber  30.  1968,  the  tax  surcharge  imposed 
by  section  51).  Including  any  qualified 
State  individual  income  taxes  which  are 
treated  pursuant  to  section  6361(a)  as  if 
they  were  imposed  by  chapter  1,  plus 

(II)  For  taxable  years  beginning  after 
December  31,  1966,  the  tax  imposed  by 
chapter  2  of  the  Code,  minus 

(ill)  All  credits  allowed  by  part  rv, 
subchapter  A  of  chapter  1,  except  the 
credit  provided  by  section  31,  relating  to 
tax  withheld  at  source  on  wages,  and 
also  minus 

(iv)  In  the  case  of  an  individual  who 
is  subject  to  one  or  more  qualified  State 


individual  incomes  taxes,  the  sum  of  the 
credits  allowed  against  such  taxes  pur¬ 
suant  to  section  6362(b)  (2)  (B)  or  (C) 
or  section  6362(c)(4)  and  paragraph  (c) 
of  §  301.6362-4  of  this  chapter  (Regula¬ 
tions  on  Procedure  and  Administration) 
(relating  to  the  credit  for  inc(»ne  taxes  of 
other  States  or  political  subdivisions 
thereof)  and  paragraph  (c)  (2)  of  §  301.- 
6361-1)  relating  to  the  credit  for  tax 
withheld  from  wages  on  account  of  qual¬ 
ified  State  individual  income  taxes). 

Par.  10.  Paragraph  (b)(1)  of  section 
1.6654-2  is  amended  to  read  as  follows: 

§  1.6654—2  Exceptions  to  imposition  of 
the  addition  to  the  tax  in  the  ease  of 
individuals. 

t  «  % 

(b)  Meaning  of  terms.  •  *  * 

( 1 )  The  term  “tax”  means — 

(i)  The  tax  imposed  by  chapter  1  of 
the  Code  (other  than  by  section  56) .  In¬ 
cluding  any  qualified  State  individual  in¬ 
come  taxes  which  are  treated  pursuant 
to  section  6361  (a)  as  if  they  were  im¬ 
posed  by  chapter  1,  plus 

(ii)  For  taxable  years  beginning  after 
December  31,  1966,  the  tax  imposed  by 
chapter  2  of  the  CTode,  minus 

(iii)  The  credits  against  tax  allowed 
by  part  IV,  subchapter  A,  chapter  1  of 
the  Code,  other  than  the  credit  against 
tax  provided  by  section  31  (relating  to 
tax  withheld  on  wages) ,  and  without  re¬ 
duction  for  any  payments  of  estimated 
tax,  and  also  minus 

(iv)  In  the  case  of  an  individual  who 
is  subject  to  one  or  more  qualified  State 
individual  income  taxes,  the  sum  of  the 
credits  allowed  against  such  taxes  pur¬ 
suant  to  section  6262(b)(2)  (B)  or  (C) 
or  section  6262(c)  (4)  and  paragraph  (c) 
of  §  301.6362-4  of  this  chapter  (RegiQa- 
tions  on  Procedure  and  Administration) 
(relating  to  the  credit  for  income  taxes 
of  other  States  or  political  subdivisions 
thereof)  and  paragraph  (c)  (2)  of  S  301.- 
6361-1  (relating  to  the  credit  for  tax 
withheld  from  wages  on  account  of  quali¬ 
fied  State  individual  income  taxes) . 

PART  31— EMPLOYMENT  TAXES;.  APPLI¬ 
CABLE  ON  OR  AFTER  JANUARY  1.  1955 

Par.  11.  Section  31.3402(f)  (2) -1  is 
amended  by  adding  at  the  end  thereof  a 
new  paragraph  (e) ,  to  read  as  follows: 

§  31.3402(f)  (2)— 1  ^W  ithholding  exemp¬ 
tion  certificates. 

•  •  •  •  # 

(e)  Applictibility  of  withholding  ex¬ 
emption  certificate  to  qualified  State  in¬ 
dividual  income  taxes.  TTie  withholding 
exemption  certificate  shall  be  used  for 
purposes  of  withholding  with  respect  to 
qualified  State  individual  Income  taxes 
as  well  as  Federal  tax.  For  provisions  re¬ 
lating  to  the  withholding  exemption  cer¬ 
tificate  with  respect  to  such  State  taxes, 
see  paragraph  (d)(3)(i)  of  §  301.6361-1 
of  this  chapter  (RegiUation  on  Proce¬ 
dure  and  Administration) . 

Par.  12.  So  much  of  §  31.3402(n)-l  as 
follows  paragraph  (b)  and  precedes  ex¬ 
ample  (1)  is  amended  to  read  as  follows: 


§  31.3102(n)— 1  Employees  incurring 
no  income  tax  liability. 

•  •  •  •  • 

For  purposes  of  section  3402 (n)  and 
this  section,  an  employee  is  not  consid¬ 
ered  to  incur  liability  for  income  tax  im¬ 
posed  under  subtitle  A  if  the  amount  of 
such  tax  is  equal  to  or  less  than  the  total 
amount  of  credits  against  such  tax  which 
are  allowable  to  him  under  part  IV  of 
subchapter  A  of  chapter  1  of  the  Code, 
other  than  those  allowable  under  section 
31  or  39.  For  purposes  of  section  3402  (n) 
and  this  section,  “liability  for  income  tax 
imposed  under  subtitle  A”  shall  include 
liability  for  a  qualified  State  individual 
income  tax  which  is  treated  pursuant  to 
section  6361(a)  as  if  it  were  impKised  by 
chapter  1  of  the  Code.  An  employee  is 
not  considered  to  incur  liability  for  such 
a  State  income  tax  if  the  amount  of  such 
tax  does  not  exceed  the  total  amoxmt  of 
the  credit  against  such  tax  which  is  al¬ 
lowable  to  him  under  section  6362(b)  (2) 
(B)  or  (C)  or  section  6362(c)(4).  For 
purposes  of  this  section,  an  employee 
who  files  a  joint  return  imder  section 
6013  is  considered  to  inevu*  liability  for 
any  tax  shown  on  such  return.  An  em¬ 
ployee  who  is  entitled  to  file  a  joint  re¬ 
turn  under  such  section  shall  not  certify 
that  he  anticipates  that  he  will  incur  no 
liability  for  income  tax  im[>osed  by  sub¬ 
title  A  for  his  current  taxable  year  if 
such  statement  would  not  be  true  In  the 
event  that  he  files  a  joint  return  for  such 
year,  unless  he  filed  a  separate  return 
for  his  preceding  taxable  year  and  an¬ 
ticipates  that  he  will  file  a  separate  re¬ 
turn  for  his  current  taxable  year. 

•  •  •  «  • 

Par.  13.  Paragraph  (b)  (1)  (ii)  (c)  of 
§  31.3402  (p)-l  is  amended  to  read  as 
follows: 

§  31.3402(p)— 1  Voluntary'  withholding 
agreements. 

•  •  •  •  • 

(b)  Form  and  duration  of  agreement. 
(!)••• 

(ii)  •  •  • 

(c)  A  statement  that  the  employee 
desires  withholding  of  Federal  inccune 
tax.  and,  if  applicable,  of  qualified  State 
individual  Income  tax  (see  paragraph 

(d)  (3)  (i)  of  §  301.6361-1  of  this  chapter 
(Regulations  on  Procedure  and  Admin¬ 
istration)  ) ,  and 

•  •  •  •  • 

Par.  14.  Paragraph  (a)  of  §31.6011 
(a) -4  is  amended  to  read  as  follows: 

§  31.6011(a)— 4-— Returns  of  income  tax 
withheld  from  wrages. 

(a)  In  general.  (1)  Except  as  otherwise 
provided  in  subparagraph  (3)  of  this 
paragraph  and  in  §  31.6011(a)-5.  every 
person  required  to  make  a  return  of  in¬ 
come  tax  withheld  from  wages  pursuant 
to  section  1622  of  the  Internal  Revenue 
Code  of  1939  for  the  calendar  quarter 
ended  December  31,  1954,  shall  make  a 
return  for  each  subsequent  calendar 
quarter  (whether  or  not  wages  are  paid 
herein)  until  he  has  filed  a  final  return 
in  accordance  with  §  31.6011  (a) -6.  Ex¬ 
cept  as  otherwise  provided  in  subpara - 
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graph  (3)  of  this  paragraph  and  In 
S  31.6011(a)-5,  every  person  not  re¬ 
quired  to  make  a  retxim  for  the  calendar 
quarter  ended  December  31,  1954,  shall 
make  a  return  of  Income  tax  withheld 
from  wages  pursuant  to  section  3402  for 
the  first  calendar  quarter  thereafter  in 
which  he  is  required  to  deduct  and  with¬ 
hold  such  tax  and  for  each  subsequent 
calendar  quarter  (whether  or  not  wages 
are  paid  therein)  until  he  has  hied  a  final 
return  in  accordance  with  S  31.6011(a)- 
6.  Except  as  otherwise  provided  in 
§  31.6011  (a) -8  and  in  subparagraphs  (2) 
and  (3)  of  this  paragraph.  Form  941  is 
the  form  prescribed  for  making  the  re¬ 
turn  required  under  this  paragraph.  For 
the  requirements  relating  to  Form  941 
with  respect  to  qualified  State  individual 
income  taxes,  see  paragraph  (d)  (3)  (iv) 
of  S  301.6361-1  of  this  chapter  (Regula¬ 
tions  on  Procedure  and  Administration) . 

(2)  Form  942  is  the  form  prescribed 
for  making  the  return  required  under 
subparagreqjh  (1)  of  this  paragraph  with 
respect  to  income  tax  withheld,  pursuant 
to  an  agreement  imder  section  3402  (p), 
from  wages  paid  for  domestic  service  in 
a  private  home  of  the  employer  not  on  a 
farm  operated  for  profit.  The  preceding 
sentence  shall  not  apply  in  the  case  of 
an  employer  who  has  elected  imder  para¬ 
graph  (a)(3)  of  §  31.6011(a)-l  to  use 
Form  941  as  his  return  with  respect  to 
such  payments  for  purposes  of  the  Fed¬ 
eral  Insurance  Contributions  Act.  For 
the  requirements  relating  to  Form  942 
with  respect  to  qualified  State  individual 
income  taxes,  see  paragraph  (d)  (3)  (iv) 
of  9  301.6361-1. 

(3)  Every  person  shall  make  a  return 
of  income  tax  withheld,  pursuant  to  an 
agreement  under  section  3402  (p) ,  from 
wages  paid  for  agricultural  labor  for  the 
first  calendstr  year  in  which  he  is  re¬ 
quired  (by  reason  of  such  agreement)  to 
deduct  and  withhold  such  tax  and  for 
each  subsequent  calendar  year  (whether 
or  not  wages  for  agricultural  labor  are 
paid  therein)  until  he  has  filed  a  final 
return  in  accordance  with  §  31.6011(a)- 
6.  Form  943  Is  the  form  prescribed  for 
making  the  return  requir^  under  this 
subparagraph.  For  the  requirements  re¬ 
lating  to  Form  943  with  respect  to  quali¬ 
fied  State  individual  income  taxes,  see 
paragraph  (d)  (3)  (iv)  of  §  301.6361-1. 

•  •  •  •  « 

Par.  15.  So  much  of  paragraph  (a)  (1) 

(1)  of  9  31.6051-1  as  follows  (/)  thereof 
is  amended  to  read  as  follows: 

§  31.6051—1  Statements  for  employees. 

(a)  Requirement  if  wages  are  subject 
to  withholding  of  income  tax — (1)  Gen¬ 
eral  rule.  (!)••• 

(/)••* 

See  paragraph  (d)  of  this  section  for 
provisions  relating  to  the  time  for  fur¬ 
nishing  the  statement  required  by  this 
subparagraph.  See  paragr^h  (f )  of  this 
section  for  an  exception  for  employers 
filing  composite  returns  from  the  re¬ 
quirement  that  statements  for  employees 
be  on  Form  W-2.  For  the  requirements 
relating  to  Form  W-2  with  respect  to 


qualified  State  individual  Income  taxes, 
see  paragraph  (d)  (3)  (11)  of  i  301.6361- 
1  of  this  chapter  (regulations  <m  Pro¬ 
cedure  and  Administration) . 

•  •  •  •  • 

Par.  16.  Paragraph  (a)  (1)  (ill)  of 
9  31.6302(c)-l  is  amended  to  read  as  fol¬ 
lows: 

§  31.6302(c)— 1  Use  of  Government  de¬ 
positaries  in  connection  with  taxes 
under  Federal  Insurance  Contribu¬ 
tions  Act  and  income  tax  withheld. 

(a)  Requirement — (1)  In  general.  *  *  * 
(ill)  As  used  in  subdivislim  (1)  and 
(11)  of  this  subparagraph,  the  term 
"taxes”  means — 

(a)  The  employee  tax  withheld  under 
section  3102, 

(b)  The  employer  tax  under  section 
3111,  and 

(c)  The  income  tax  withheld  under 
section  3402,  including  amounts  wlth- 
hdd  with  respect  to  qualified  State  indi¬ 
vidual  income  taxes, 

exclusive  of  taxes  with  respect  to  wages 
for  domestic  service  in  a  private  home 
of  the  employer  or,  if  paid  before  April  1, 
1971,  wages  for  agricultural  labor.  In 
addition,  with  respect  to  wages  paid  after 
December  31.  1970,  and  before  April  1, 
1971,  for  agricultural  labor,  any  taxes 
described  in  subpcu*agraph  (2)  (ii)  of  this 
paragraph  which  are  not  required  under 
such  subparagrai^  to  be  deposited,  and 
any  income  tax  (including  qualified  State 
individual  income  tax)  withheld  under 
section  3402  with  respect  to  such  wages, 
shall  be  deemed  to  be  "taxes”  on  and 
after  April  1,  1971.  For  the  requirements 
relating  to  the  deposit  and  pa3mient  of 
withheld  tax  with  respect  to  qualified 
State  individual  Income  taxes,  see  para¬ 
graph  (d)  (3)  (ill)  of  9  301.6361-1  of  this 
chapter  (Regulations  on  Procedure  and 
Administration) . 

*  •  •  •  • 

Par.  17.  The  following  new  section  is 
Inserted  immediately  after  9  31.6317: 

§  31.6361—1  Collection  and  administra¬ 
tion  of  qualified  State  individual  in¬ 
come  taxes. 

Except  as  otherwise  provided  in 
99  301.6361-1  to  301.6365-2,  Inclusive,  of 
t^  chapter  (Regulations  on  Pincedure 
and  Administration),  the  provisions  of 
this  part  under  subtitle  F  or  chapter  24 
of  the  Internal  Revenue  Code  of  1954 
relating  to  the  collection  and  adminis¬ 
tration  of  the  taxes  imposed  by  chapter 
1  of  such  Code  on  the  incomes  of  in^- 
vlduals  (or  relating  to  civil  or  criminal 
sanctions  with  respect  to  such  collection 
and  administration)  shall  apply  to  the 
collection  and  administration  of  qualified 
State  individual  Income  taxes  (as  defined 
in  section  6362  of  such  Code  and  the 
regulaticms  thereunder)  as  if  such  taxes 
were  Imposed  by  chapter  1  or  chapter  24. 

PART  32— TEMPORARY  EMPLOYMENT 
TAX  REGULATIONS  UNDER  THE  TAX 
REFORM  ACT  OF  1969 

Par.  18.  Paragraphs  (b)  and  (f)  (2)  of 
9  32.1  are  amended  to  read  as  follows: 


S  32.1  Extension  of  withholding  of  in¬ 
come  tex  at  source  on  wages  to  an¬ 
nuity  payments  if  retpiested  by 
payee. 

•  •  •  •  • 

(b)  Manner  of  making  request.  A  payee 
who  wishes  a  payer  to  deduct  and  with¬ 
hold  income  tax  from  aimulty  payments 
shall  file  a  request  with  the  payer  to  de¬ 
duct  and  withhold  a  specific  whole  dol¬ 
lar  amount  from  each  annuity  payment. 
Such  specific  dollar  amount  requested 
shall  be  at  least  $5  per  month  and  shall 
not  reduce  the  net  amount  of  any  an¬ 
nuity  pajTnent  received  by  the  payee  be¬ 
low  $10.  The  request  shall  be  made  on 
Form  W-4P  (annuitant’s  withholding 
exemption  certificate  and  request)  in  ac¬ 
cordance  with  the  instructions  appli¬ 
cable  thereto,  and  shall  set  forth  fully 
and  clearly  the  data  therein  called  for. 
In  lieu  of  Form  W-4P,  payers  may  pre¬ 
pare  and  use  a  form  the  provisions  of 
which  are  identical  with  those  of  Form 
W-4P.  For  the  requirements  relating  to 
Form  W-4P  with  respect  to  qualified 
State  Individual  income  taxes,  see  para¬ 
graph  (d)  (3)  (1)  of  9  301.6361-1  of  this 
chapter  (Regulations  on  Procedure  and 
Administration) . 

•  •  •  • '  • 

(f)  Returns  of  income  tax  withheld 
and  statements  for  payees.  •  •  • 

(2)  Each  statement  on  Form  W-2P 
shall  show  the  following: 

(i)  The  gross  amount  of  annuity  pay¬ 
ments  made  during  the  calendar  year, 
whether  or  not  income  tax  withholding 
under  this  section  was  in  effect  with  re¬ 
spect  to  all  such  pa3rment8, 

(11)  The  total  amount  deducted  and 
withheld  as  tax  under  section  3402  of 
this  section,  and 

(ill)  The  Information  required  to  be 
shown  by  Form  W-2P  and  the  instruc¬ 
tions  applicable  thereto. 

For  the  requirements  relating  to  Form 
W-2P  with  respect  to  qualified  State  in¬ 
dividual  Income  taxes,  see  paragraph  (d) 

(3)  (11)  of  9  301.6361-1  of  this  chapter 
(Regulations  on  Procedure  and  Adminis¬ 
tration)  . 

•  •  •  •  • 

PART  301— PROCEDURE  AND 
ADMINISTRATION 

Par.  19.  Paragraph  (c)  of  9  301.6212-1 
is  amended  to  read  as  follows: 

§  301.6212—1  Notice  of  deficiency. 

•  *  •  •  •  ' 

(c)  Further  deficiency  letters  restric¬ 
ts.  If  the  district  director  (or  assistant 
regional  commissioner,  appellate)  maiiH 
to  the  taxpayer  notice  of  a  deficiency, 
and  the  taxpayer  files  a  petition  with 
the  Tax  Court  within  the  prescribed 
period,  no  additional  deficiency  may  be 
determined  with  respect  to  Income  ttuc 
for  the  same  taxable  year,  gift  tax  for 
the  same  calendar  quarter  (calendar 
year  with  respect  to  gifts  made  before 
January  1,  1971) ,  or  estate  tax  with  re¬ 
spect  to  the  taxable  estate  of  the  same 
decedent.  This  rectrlction  shall  not  ap¬ 
ply  in  the  case  of  fraud,  assertlmi  of  de- 
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ficiencies  with  respect  to  tmy  qiialified 
tax  (as  defined  in  parasra^  (b)  of 
§  301.6361-4)  in  respect  of  which  no  de¬ 
ficiency  was  asserted  for  the  taxable 
year  in  the  notice,  assertion  of  deficien¬ 
cies  with  respect  to  the  Federal  tax  when 
deficiencies  with  respect  to  only  a  quali¬ 
fied  tax  (and  not  the  Federal  tax)  were 
asserted  for  the  taxable  year  in  the  no¬ 
tice,  assertion  of  greater  deficiencies 
before  the  Tax  Court  as  provided  in  sec¬ 
tion  6214(a),  mathematical  errors  as 
provided  in  section  6213(b)  (1),  or  jeop¬ 
ardy  assessments  as  provided  in  section 
6961 <c). 

Par.  20.  Section  301.6321-1  is  amended 
to  read  as  follows: 

§301.6321—1  I.irii  fur  tuxes. 

If  any  person  liable  to  pay  any  tax 
neglects  or  refuses  to  pay  the  same  after 
demand,  the  amount  (including  any  in¬ 
terest.  additional  amount,  addition  to 
tax.  or  assessable  penalty,  together  with 
any  costs  that  may  accrue  in  addition 
thereto,  shall  be  a  Uen  in  favor  of  the 
United  States  upon  all  property  and 
rights  to  property,  wheUier  real  or  per¬ 
sonal,  tangible  or  intangible,  belonging 
to  such  person.  For  pui-poses  of  section 
6321  and  this  section,  the  term  “any 
tax“  shall  include  a  State  individual 
income  tax  which  is  a  “qualified  tax”,  as 
defined  in  paragraph  (b)  §  301.6361- 

4.  The  lien  attaches  to  all  property  and 
rights  to  property  belonging  to  such  per¬ 
son  at  any  time  during  the  period  of  the 
lien,  including  any  property  or  rights  to 
property  acquired  by  such  person  after 
the  lien  arises.  Solely  fCKr  purposes  of 
sections  6321  and  6331.  any  interest  in 
restricted  land  held  in  trust  by  the 
United  States  for  am  individual  noncom- 
petent  Indian  (and  not  for  a  tribe) 
shall  not  be  deemed  to  be  property,  or 
a  right  to  property,  belonging  to  such 
Indian.  For  the  method  of  allocating 
amounts  collected  pursuant  to  a  hen  be¬ 
tween  the  Federal  Government  and  a 
State  or  States  Imposing  a  qualified  tax 
with  respect  to  which  the  Uen  attached, 
see  paragraph  (f)  of  §  301.6361-1.  For 
the  special  hen  for  estate  and  gift  taxes, 
see  section  6324  and  §301.6324-1. 

Par.  21.  The  foUowing  new  sections 
are  inserted  immediately  after  §  301.- 
6344: 

§  301.6361—1  CulUx'lion  and  adminis¬ 
tration  of  qualified  taxes. 

(a)  In  general.  In  the  case  of  any  State 
which  has  in  effect  a  State  agreement 
(as  defined  in  paragraph  (a)  of  §  301.- 
6361-4),  the  Commissioner  of  Internal 
Revenue  shall  coUect  and  administer 
each  qualified  tax  (as  defined  in  para¬ 
graph  (b)  of  8  301.6361-4)  (rf  such  State. 
No  fee  or  other  charge  shsdl  be  Imposed 
upon  any  State  for  the  collection  or  ad¬ 
ministration  of  any  qualified  tax  of  such 
State  or  any  other  State.  In  any  such 
case  of  collection  and  administration  of 
qualified  taxes,  the  provisions  of  subtitle 
P  (relating  to  procedure  and  adminis¬ 
tration)  ,  subtitle  Q  (relating  to  the  Joint 
Committee  on  Taxation) ,  and  chapter  24 
(relating  to  the  collection  of  Income  tax 
at  source  on  wages) .  and  the  provisions 
of  regulations  thereunder.  Insofetr  as 


such  provisions  relate  to  the  collection 
and  administration  of  the  taxes  im¬ 
posed  on  the  Income  of  hidividuals  by 
chapter  1  (and  the  civil  and  criminal 
sanctions  provided  by  subtitle  F,  or  by 
title  18  of  the  United  States  Code  (re¬ 
lating  to  crimes  and  criminal  procedure* . 
witli  respect  to  such  collection  and  ad¬ 
ministration)  shah  apply  to  the  coUec- 
tion  and  administration  of  qualified  taxes 
as  if  such  taxes  were  impost  by  chapter 
1.  except  to  Uie  extent  that  the  applica¬ 
tion  of  such  pi-ovisions  (and  sanctions) 
are  modified  by  regulations  issued  under 
subchapter  E  (as  defined  in  paragraph 
(d)  of  §  301.6361-4).  Any  extension  of 
time  wliich  is  granted  for  the  making 
of  a  payment,  or  for  the  filing  of  any 
return,  which  relates  to  any  Federal  tax 
imposed  by  subtitle  A  (or  by  subtitle  C 
with  respect  to  filing  a  return)  shall  con¬ 
stitute  automatically  an  extension  of  the 
same  amount  of  time  for  the  making  of 
the  corresponding  payment  or  for  the 
filing  of  the  corresponding  return  relat¬ 
ing  to  any  qualified  tax. 

(b)  Returns  of  qualified  taxes.  Every 
individual,  estate,  or  trust  which  has 
liability  for  one  or  more  qualified  taxes 
for  a  taxable  year — 

(1)  Shall  file  a  Federal  income  tax 
return  at  the  time  prescribed  pursuant 
to  section  6072(a)  (whether  or  not  such 
return  is  required  by  sectiem  6012),  and 
shall  file  therewith  on  the  prescribed 
form  a  return  under  penalties  of  per¬ 
jury  for  each  tax  which  is — 

(1)  A  qualified  resident  tax  imposed  by 
a  State  of  which  the  taxpayer  was  a  resi¬ 
dent,  as  defined  in  §  301.6362-6,  for  any 
part  of  the  taxable  year; 

(ii)  A  qualified  nonresident  tax  im¬ 
posed  by  a  State  within  which  was  lo¬ 
cated  the  source  or  sources  from  which 
the  taxpayer  derived,  while  not  a  resi¬ 
dent  of  such  State  and  while  not  ex¬ 
empt  from  liability  for  the  tax  by  reason 
of  a  reciprocal  agreement  between  such 
State  and  the  State  of  wrhich  he  is  a 
resident.  25  percent  or  more  of  his  ag¬ 
gregate  wage  and  other  business  income, 
as  defined  in  paragraph  (c)  of  §301- 
6362-5,  for  the  taxable  year;  or 

(iii)  A  qualified  resident  or  nonresi¬ 
dent  tax  with  respect  to  which  any 
amount  was  currently  collected  from  the 
taxpayer’s  income  (including  collection 
by  withholding  on  wages  or  by  payment 
of  estimated  income  tax) ,  as  provided  in 
paragraph  (f)  of  §  301.6362-6,  for  any 
part  of  the  taxable  year;  and 

(2)  Shall  declare  (in  addition  to  the 
declaration  required  with  respect  to  the 
return  of  the  Federal  income  tax  and  in 
the  place  and  manner  iH-escribed  by  f  mm 
or  instructions  thereto)  under  penalties 
of  perjury  that,  to  the  best  of  the  knowl¬ 
edge  and  belief  of  the  taxpayer  (or,  in 
the  case  of  an  estate  or  trust,  of  the 
fiduciary  who  executes  the  Federal  in¬ 
come  tax  return) ,  he  has  no  liability  for 
any  qualified  tax  for  the  taxable  year 
other  than  any  such  liabilities  returned 
with  the  Federal  income  tax  return  (pur¬ 
suant  to  subparagraph  (1)  o(  this  para- 
grs^) .  Such  declaration  shall  constitute 
a  return  indicating  no  liability  with  re¬ 
spect  to  each  qualified  tax  other  than 


any  such  tax  for  which  liability  is  so  re¬ 
turned.  A  Federal  income  tax  return 
form  which  is  filed  but  which  does  not 
contain  such  declaration  shall  constitute 
a  Federal  income  tax  return  only  if  the 
taxpayer  in  fa«;t  has  no  Uability  for  any 
qualified  State  tax  for  the  taxable  year. 

(c)  Credits. — (1)  Credit  for  tax  of  an¬ 
other  State  or  political  subdivision. — (1) 
In  general.  A  credit  allowable  under  a 
qualified  tax  law  against  the  tax  imposed 
by  such  law  for  a  taxpayer’s  tax  liability 
to  another  State  or  a  political  subdivision 
of  another  State  shall  be  allowed  if  the 
requirements  of  subdivision  (il)  of  this 
subparagraph  are  met.  and  if  the  credit 
meets  the  requirements  of  paragraph  (c) 
of  §  301.6362-4.  Such  credit  shall  be  al¬ 
lowed  without  regard  to  whether  the  tax 
imposed  by  the  other  State  or  subdivision 
thereof  is  a  qualified  tax,  and  without 
regard  to  whether  such  tax  has  be«x 
paid. 

(ii)  Substantiation  of  tax  liability  for 
which  a  credit  is  allowed.  If  the  liability 
which  gives  rise  to  a  credit  ot  the  type 
described  in  subdivision  (1)  of  this  sub- 
paragraph  is  with  respect  to  a  qualified 
tax,  then  the  fact  of  such  liability  shall 
be  substantiated  by  fillng~the  return  on 
which  such  liability  is  reported.  If  such 
liability  is  not  with  respect  to  a  qualified 
tax,  then  the  Commissioner  may  require 
a  taxpayer  who  claims  entitlement  to 
such  a  credit  to  complete  a  form  to  be 
submitted  with  his  return  of  the  quali¬ 
fied  tax  against  which  the  credit  is 
claimed.  On  such  form  the  taxpayer  shall 
identify  each  of  the  other  States  (the 
liabilities  to  which  were  not, substanti¬ 
ated  as  provided  in  the  fir^t  sentence 
of  this  subdivision)  or  political  sub¬ 
divisions  to  which  the  taxpayer  reported 
a  liability  for  a  tax  giving  rise  to  the 
credit,  furnish  the  name  or  description 
of  each  such  tax,  state  the  amount  of 
the  liability  so  reported  with  respect  to 
each  such  tax  and  the  beginning  and 
ending  dates  of  the  taxable  period  for 
whi(^  such  liability  was  reported,  and 
provide  such  other  information  as  is  re¬ 
quested  in  the  form  or  in  the  instruc¬ 
tions  thereto.  In  addition,  the  taxpayer 
shall  agree  on  such  form  to  notify  the 
Commissioner  in  the  event  that  the 
amoimt  of  any  tax  liability  (or  portion 
thereof)  which  is  claimed  as  giving  rise 
to  a  credit  of  the  type  described  in  sub¬ 
division  (i)  of  this  subparagraph  is 
changed  or  adjusted,  whether  as  a  result 
of  an  amended  return  filed  by  the  tax¬ 
payer.  a  determination  by  the  jurisdic¬ 
tion  imposing  the  tax,  or  in  any  other 
manner. 

(2)  Credit  or  withheld  qualified  tax. 
An  individual  from  whose  wages  an 
amount  is  withheld  on  account  of  a 
qualified  tax  shall  receive  a  credit  for 
such  ammmt  against  his  aggregate  lia¬ 
bility  for  all  such  qualified  taxes  and  the 
Federal  income  tax  for  the  taxable  year, 
whether  or  not  such  tax  has  been  paid 
over  to  the  Federal  Government  by  the 
emi^oyer.  Hie  credit  shall  operate  in  the 
manner  provided  by  seetkm  31(a)  of  the 
Code  and  the  regulations  thereunder 
with  respect  to  Federal  Income  tax  with¬ 
holding. 
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(d)  Collection  of  qualified  taxes  at 
source  on  wages. — (1)  In  general.  Ex¬ 
cept  as  otherwise  provided  in  subpara¬ 
graph  (2)  of  this  paragraph,  every  em¬ 
ployer  making  payment  of  wages  to  an 
employee  described  in  such  subpara¬ 
graph  shall  deduct  and  withhold  upon 
such  wages  the  amount  prescribed  with 
respect  to  the  qualified  tax  designated  In 
such  subparagraph.  The  amounts  pre¬ 
scribed  for  withholding  with  respect  to 
each  such  qualified  tax  shall  be  published 
in  Circular  E  (Employer’s  Tax  Guide)  or 
other  appropriate  Internal  Revenue 
Service  publications.  See  paragraph  (f) 

(1)  of  5  301.6362-7  with  respect  to  civil 
and  criminal  penalties  to  which  an  em¬ 
ployer  shall  be  subject  with  respect  to 
his  responsibilities  relating  to  qualified 
taxes. 

(2)  Specific  withholding  requirements. 
An  employer  shall  deduct  and  withhold 
upon  an  employee’s  wages  the  amount 
prescribed  with  respect  to  a  qualified  tax 
with  respect  to  which  such  employee  is 
subject  to  the  current  collection  provi¬ 
sions  pursuant  to  paragraph  (f)  of 
§  301.6362-6,  unless; 

(I)  In  the  case  of  a  qualified  resident 
tax,  the  employee’s  services  giving  rise 
to  the  wages  are  performed  in  another 
State,  and  such  other  State  or  a  political 
subdivision  thereof  imposes  a  nonresi¬ 
dent  tax  on  such  employee  with  respect 
to  which  the  withholding  amount  ex¬ 
ceeds  the  prescribed  withholding  amount 
with  respect  to  such  qualified  resident 
tax,  and  the  State  imposing  such  quali¬ 
fied  resident  tax  grants  a  credit  against 
it  for  such  nonresident  tax. 

(II)  In  the  case  of  a  qualified  nonresi¬ 
dent  tax,  either: 

(A)  Residents  of  the  State  in  which  the 
employee  resides  are  exempt  from  lia¬ 
bility  for  the  qualified  nonresident  tax 
Imposed  by  the  State  from  sources  within 
which  his  wage  income  is  derived,  by 
reason  of  an  interstate  compact  or  agree¬ 
ment  to  which  the  two  States  are  parties, 
or 

(B)  The  State  in  which  the  employee 
resides  Imposes  a  qualified  resident  tax 
on  such  employee  with  respect  to  which 
the  prescribed  withholding  amounts  ex¬ 
ceed  the  prescribed  withholding  amoxmts 
with  respect  to  the  qualified  nonresident 
tax  imposed  by  the  State  from  sources 
within  which  his  wage  Income  is  derived, 
and  the  State  in  which  he  resides  grants 
a  credit  against  its  qualified  resident  tax 
for  such  qualified  nonresident  tax. 

If  the  nonresident  tax  described  in  sub¬ 
division  (i)  of  this  subparagraph  is  a 
qualified  nonresident  tax  imposed  by  a 
State,  then  the  reference  in  such  sub¬ 
division  to  the  State  in  which  the  serv¬ 
ices  are  performed  shall  be  construed  as 
a  reference  to  the  State  from  sources 
within  which  the  wage  income  is  de¬ 
rived,  within  the  meaning  of  paragraph 
(d)  (1)  of  §  301.6362-5. 

(3)  Forms,  procedures,  and  returns  re¬ 
lating  to  withholding  with  respect  to 
qualified  taxes. — (1)  Forms  W-4  and  W- 
4P.  Forms  W-4  (Employee’s  Withhold¬ 
ing  Allowance  Certificate)  and  W-4P 
(Annuitant’s  Request  for  Income  Tax 
Withholding) ,  shall  include  information 


as  to  the  State  In  which  the  employee 
resides,  and  shall  be  used  for  purposes 
of  withholding  with  respect  to  both  Fed¬ 
eral  and  qualified  taxes.  An  employee 
shall  show  on  his  Form  W-4  the  State  in 
which  fife  resides  for  purposes  of  this 
paragraph,  and  shall  file  a  new  Form 
W-4  within  10  days  after  he  changes  his 
State  of  residence.  An  employee  who 
fails  to  meet  either  of  the  requirements 
set  forth  in  the  preceding  sentence,  with 
the  Intent  to  evade  the  withholding  tax 
imposed  with  respect  to  a  qualified  tax, 
shall  be  subject  to  the  penalty  provided 
in  section  7205  of  the  Code.  An  employer 
shall  be  responsible  for  determining  the 
State  within  which  are  located  the 
sources  from  which  the  employee’s  wage 
income  is  derived  for  purposes  of  this 
paragraph;  and,  if  the  employee  does  not 
file  a  Form  W-4,  the  employer  shall  as¬ 
sume  for  such  purposes  that  the  em¬ 
ployee  resides  in  that  State.  When  an 
employer  and  an  employee  enter  into  a 
voluntary  withholding  agreement  pur¬ 
suant  to  5  31.3402(p)-l,  the  employer 
shall  withhold  the  amount  prescribed 
with  resr>ect  to  the  qualified  resident  tax 
imposed  by  the  State  in  which  the  em¬ 
ployee  resides,  as  indicated  on  Form 
W-4.  Similarly,  if  an  annuitant  requests 
withholding  with  respect  to  his  annuity 
payments  pursuant  to  section  3402  (o) 
(1)  (B)  of  the  Code,  the  payer  shall  with¬ 
hold  the  whole  dollar  amount  specified 
by  the  annuitant  with  respect  to  a  qual¬ 
ified  resident  tax,  provided  that  the  com¬ 
bined  withholding  with  respect  to  Fed¬ 
eral  and  qualified  taxes  on  each  annuity 
payment  shall  be  a  whole  dollar  amotmt 
not  less  than  $5,  amd  that  the  net  amount 
of  any  annuity  payment  received  by  the 
payee  shall  not  be  reduced  to  less  than 
$10. 

(ii)  Forms  W-2  and  W-2P.  Forms  W- 
2  (Wage  and  Tax  Statement)  and  W-2P 
(the  corresponding  form  for  annuities) 
shall  show: 

(A)  ’The  total  amount  withheld  with 
respect  to  the  Federal  income  tax; 

(B)  ’The  total  amoimt  withheld  with 
respect  to  qualified  taxes; 

(C)  ’The  name  of  each  State  imposing 
a  qualified  tax  in  which  the  employee  (or 
annuitant)  resided  during  the  taxable 
year,  as  shown  on  Fhrm  W-4  (or  W-4P) ; 

(D)  The  name  of  each  State  imposing 
a  qualified  nonresident  tax  within  which 
were  located  sources  from  which  the  em¬ 
ployee’s  wage  income  was  derived  dining 
a  period  of  the  taxable  year  in  which 
he  was  not  shown  as  a  resident  of  such 
State  on  Form  W-4,  and  the  amount  of 
the  employee’s  wage  Income  so  derived; 
and 

(E)  ’The  name  of  each  State  or  locality 
that  imposes  an  income  tax  which  is  not 
a  qualified  tax  and  with  respect  to  which 
the  employer  withheld  on  the  employee’s 
wage  income  for  the  taxable  year,  and 
the  amount  of  wage  income  with  respect 
to  which  the  employer  so  withheld. 

(ili)  Requirements  relating  to  deposit 
and  payment  of  withheld  tax.  Rules  re¬ 
lating  to  the  deposit  and  remittance  of 
withheld  Federal  income  and  FICA  taxes. 
Including  those  prescribed  In  section 
6302  of  the  (Tode  and  the  regulations 


thereunder,  shall  apply  also  to  amounts 
withheld  with  respect  to  qualified  taxes. 
TTius,  an  employer’s  liability  with  respect 
to  the  deposit  and  payment  of  withheld 
taxes  shall  be  for  the  combined  amount 
of  withholding  with  respect  to  Federal 
and  qualified  taxes.  The  Federal  Tax 
Deposit  form  shall  separately  indicate: 

(A)  'The  combined  total  amount  of 
Federal  income,  FICA.  and  qualified 
taxes  withheld; 

(B)  The  combined  total  amount  of 
qualified  taxes  withheld;  and 

(C)  ’The  total  amoimt  of  qualified 
taxes  withheld  with  respect  to  each 
electing  State. 

Data  indicating  the  total  amount  of  tax 
deposits  processed  by  the  Internal 
Revenue  Service  with  respect  to  the 
qualified  taxes  of  an  electing  State  will 
be  available  to  that  State  upon  request 
on  as  frequent  as  a  we^y  basis.  These 
data  will  be  available  no  later  than  10 
working  days  after  the  end  of  the  calen¬ 
dar  week  in  which  the  deposits  were 
processed  by  the  Service. 

(Iv)  Employment  tax  returns.  Forms 

941  (Employer’s  Quarterly  Federal  Tax 
Return),  941-E  (Quarterly  Return  of 
Withheld  Income  Tax),  941-M  (Em¬ 
ployer’s  Monthly  Federal  Tax  Return), 

942  (Employer’s  Quarterly  Tax  Return 
for  Household  Employees),  and  943 
(Employer’s  Annual  ’Tax  Return  for 
Agricultural  Employees),  shall  indicate 
the  total  amount  withheld  with  respect 
to  each  qualified  tax,  as  directed  by  such 
forms  or  their  instructions. 

(e)  Criminal  penalties.  A  criminal  of¬ 
fense  committed  with  respect  to  a  quali¬ 
fied  tax  shall  be  treated  as  a  separate 
offense  from  a  similar  offense  committed 
with  respect  to  the  Federal  tax.  Thus,  for 
example,  if  a  taxpayer  willfully  attempts 
to  evade  both  the  Federal  tax  and  a 
qualified  tax  by  failing  to  report  a  por¬ 
tion  of  his  inccMne,  he  shall  be  considered 
as  having  committed  two  criminal  of¬ 
fenses,  each  subject  to  a  separate  penalty 
under  section  7201.  See  also  !  301.6362-7 

(f )  with  respect  to  criminal  penalties. 

(f)  Allocation  of  amounts  collected 
with  respect  to  tax  and  criminal  fines — 
(1)  In  general.  ’The  aggregate  amount 
that  has  been  collected  from  a  taxpayer 
(including  amounts  collected  by  with¬ 
holding)  in  respect  of  liability  for  both 
one  or  more  qualified  taxes  and  the 
Federal  income  tax  for  a  taxable  year 
shall  be  allocated  among  the  Federal 
Government  and  the  States  Imposing 
qualified  taxes  for  which  the  taxpayer  is 
liable  in  the  proportion  which  the  tax¬ 
payer’s  liability  for  each  such  tax  bears 
to  his  aggregate  liability  for  such  year  to 
all  of  such  taxing  jurisdictions  with  re¬ 
spect  to  such  taxes.  A  reallocation  shall 
be  made  either  when  an  amount  is  col¬ 
lected  from  the  taxpayer  or  his  employer 
or  is  credited  or  refunded  to  the  tax¬ 
payer,  subsequent  to  the  making  of  the 
initial  allocation,  or  when  a  determina¬ 
tion  is  made  by  the  Commissioner  that 
an  error  was  made  with  respect  to  a  pre¬ 
vious  allocation.  However,  any  such  allo¬ 
cation  or  reallocation  shall  not  affect  the 
amount  of  a  taxpayer’s  or  employer’s 
liability  to  either  jurisdiction,  or  the 
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amount  of  the  assessment  and  coHectlon 
which  may  be  made  with  respect  to  a 
taxpayer  or  employer.  Accordingly,  such 
allocations  and  reallocatlcms  shall  not 
be  taken  into  consideration  for  purposes 
of  the  application  of  statutes  of  limita¬ 
tion  or  provisions  relating  to  interest, 
additions  to  tax,  penalties,  and  criminal 
sanctions. 

See  example  (4)  in  subparagraph  (4) 
of  this  paragraph.  In  addition,  any  such 
allocation  or  reallocation  shall  not  af¬ 
fect  the  amount  of  the  deduction  to 
which  a  taxpayer  is  entitled  under  sec¬ 
tion  164  for  a  year  in  which  he  made 
payment  (including  payments  made  by 
withholding)  of  an  amount  which  was 
designated  as  being  in  respect  of  his  lia¬ 
bility  for  a  qualified  tax.  However,  to  the 
extent  that  an  amount  which  was  paid 
by  a  taxpayer  and  designated  .as  being  in 
respect  of  his  liability  for  a  qualified  tax 
is  allocated  or  reallocated  in  such  a 
maimer  as  to  apply  it  toward  the  tax¬ 
payer's  liability  for  the  Federal  income 
tax.  such  allocation  or  reallocation  shall 
be  treated  as  a  refund  to  the  taxpayer  of 
an  amount  paid  in  respect  of  a  State 
income  tax,  and  shall  be  included  in  the 
gross  income  of  the  taxpayer  to  the  ex¬ 
tent  appropriate  under  section  111  and 
the  regulations  thereunder  in  the  year  in 
which  the  allocation  or  reallocation  is 
made.  See  section  451  and  the  regula¬ 
tions  thereunder.  Similarly,  to  the  ex¬ 
tent  that  an  amount  which  was  paid  by 
a  taxpayer  and  designated  as  being  in  re¬ 
spect  of  his  Federal  income  tax  liability 
is  allocated  or  reallocated  in  such  a  man¬ 
ner  as  to  apply  it  toward  his  liability  for 
a  qualified  tax.  such  allocation  or  reallo¬ 
cation  shall  be  treated  as  a  payment 
made  by  the  taxpayer  in  respect  of  a 
State  income  tax,  and  shall  be  deductible 
under  section  164  in  the  year  in  which 
the  allocation  or  reallocation  is  made. 
The  Internal  Revenue  Service  shall 
notify  the  taxpayer  in  writing  of  any 
allocation  or  reallocation  of  tax  lia¬ 
bilities  In  a  proportion  other  than  that 
of  the  respective  tax  liabilities  shown  on 
the  taxpayer's  returns. 

(2)  Amounts  of  collections  and  liabili¬ 
ties.  For  purposes  of  this  paragraph 
the  aggregate  amoxmt  that  has  been  col¬ 
lected  from  a  taxpayer  or  liis  employer 
in  respect  of  tax  liability  shall  include 
the  amounts  of  interest  provided  in 
chapter  67,  and  additions  to  tax  and  as¬ 
sessable  penalties  provided  in  chapter  68. 
which  are  collected  with  respect  to  such 
tax;  but  shall  not  Include  criminal  fines 
provided  in  chapter  75,  or  in  title  18  of 
the  United  States  Code,  which  are  col¬ 
lected  with  respect  to  offenses  relating 
to  such  tax.  (See  subparagraph  (3)  of 
this  paragraph  with  respect  to  the 
treatment  of  such  criminal  fines.)  How¬ 
ever,  for  purposes  of  this  paragraph,  the 
amount  of  the  taxpayer’s  liability  for 
each  tax  shall  exclude  his  liability  for 
such  interest,  additions  to  tax.  and  as¬ 
sessable  penalties  with  respect  to  such 
tax,  and  his  liability  for  criminal  fines 
imposed  with  respect  to  offenses  relating 
to  such  tax.  For  purposes  of  this  para¬ 
graph.  the  amount  of  the  taxpayer's  lia¬ 
bility  for  each  tax  shall  be  computed  by 


taking  credits  Into  account,  except  that 
there  shall  be  no  reduction  for  any 
amounts  paid  on  account  of  such  lia¬ 
bility,  whether  by  means  of  withholding, 
estimated  tax  payment,  or  otherwise. 

(3)  Special  rules  relating  to  criminal 
fines,  (i)  Except  as  otherwise  provided 
in  subdivision  (ii)  of  this  subparagraph, 
when  a  criminal  charge  is  brought 
against  a  taxpayer  with  respect  to  a 
taxable  year  pursuant  to  chapter  75,  or 
to  title  18  of  the  United  States  Ccxie. 
or  to  a  corresponding  provision  of  a 
qualified  tax  law,  alleging  that  an 
offense  was  committed  against  the 
United  States  with  respect  to  the  Fed¬ 
eral  income  tax  or  against  a  State  with 
resr>ect  to  a  qualified  tax,  and  an  amount 
of  money  is  collected  by  the  Federal 
Government  as  a  fine  as  a  result  of  such 
charge,  then  the  Federal  Government 
shall  remit  an  amount  to  each  State, 
if  any,  which  is  Sn  affected  jurisdiction. 
The  amount  remitted  to  each  such  State 
shall  bear  the  same  proportion  to  the 
total  amount  collected  as  a  fine  as  the 
taxpayer's  liability  with  respect  to  the 
qualified  taxes  of  that  State  bears  to 
the  aggregate  of  the  taxpayer’s  income 
tax  liabilities  to  all  affected  jurisdic¬ 
tions  for  the  taxable  year,  as  determined 
under  subparagraphs  (1)  and  (2)  of  this 
paragraph.  For  purposes  of  this  sub- 
paragraph.  an  affected  jurisdiction  Is 
(A>  a  jurisdiction  with  respect  to  the 
tax  of  which  a  criminsd  charge  described 
in  the  preceding  sentence  wsis  brought 
for  the  taxable  year,  or  (B)  a  jurisdic¬ 
tion  with  respect  to  the  Federal  income 
tax  or  the  qualified  tax  of  which  the 
acts  or  omissions  alleged  in  such  a  crim¬ 
inal  charge  would  constitute  the  basis 
for  the  bringing  of  a  criminal  charge  for 
the  same  taxable  year.  However,  in  no 
case  shall  the  amount  received  by  an 
affected  State,  or  the  amount  of  the  ex¬ 
cess  of  the  amount  received  by  the  Fed¬ 
eral  Government  over  the  amount  of  its 
remissions  to  States,  with  respect  to  a 
fine  exceed  the  maximum  fine  prescribed 
by  statute  for  the  offense  against  that 
jurisdiction  with  respect  to  which  a 
criminal  charge  was  brought,  or  with 
respect  to  which  the  bringing  of  a  crim¬ 
inal  charge  could  have  been  supported  on 
the  basis  of  the  acts  or  omissions  al¬ 
leged  in  a  criminal  charge  brought.  For 
purposes  of  this  subparagraph,  tlie 
amount  collected  as  a  fine  as  a  result 
of  a  criminal  charge  shall  include 
amounts  paid  in  settlement  of  an  actual 
or  potential  liability  for  a  fine,  amounts 
paid  pursuant  to  a  conviction  smd 
amounts  paid  pursuant  to  a  plea  of  guilty 
or  nolo  contendere. 

(11)  If  a  criminal  charge  described  in 
the  first  sentence  of  subdivision  (!)  of 
this  subparagraph  is  actually  brought 
with  respect  to  the  income  tax  of  every 
affected  jurisdiction  with  respect  to  the 
taxable  year,  and  if  a  Court  adjudicates 
on  the  merits  the  taxpayer's  liability  for 
a  fine  to  each  such  jurisdiction,  and  in¬ 
cludes  in  its  decree  a  direction  of  the 
amount,  if  any,  to  be  paid  as  a  fine  to 
each  such  jurisdiction,  then  that  decree 
shall  govern  the  allocation  of  the  amount 
of  money  collected  by  the  Federal  Gov¬ 


ernment  M  a  fine  with  respect  to  the  tax¬ 
able  year. 

(4)  Examples.  The  application  of  this 
paragraph  may  be  illustrated  by  the  fol¬ 
lowing  examples: 

Example  (I).  Tlie  total  combined  amount 
of  Stale  X  qualified  tax  and  Federal  In¬ 
come  tax  collected  from  A,  a  resident  of 
State  X.  for  the  taxable  year  Is  $5,100.  Tlie 
amounts  of  A's  liabilities  for  such  taxes 
for  that  year  are  $800  to  State  X  and 
$4,000  to  the  Federal  Ooverument.  Since 
A's  tax  llabUlty  to  State  X  Is  one-alxth  of 
the  combined  tax  liability  ($4,800),  one- 
stxth  ($50)  of  the  amount  to  be  refunded 
to  A  ($300)  Is  charj^eable  against  State  X's 
account,  and  bve-slxths  ($250)  Is  chargeable 
against  the  Federal  Oovernmeut's  account. 

Example  (2)-  As-sume  the  same  facts  as 
In  example  ( 1 )  except  that  the  total  amount 
collected  from  A  Is  $4,500.  Since  A's  llabill- 
tiea  for  the  State  X  tax  and  the  Federal  tax 
are  one-sixth  and  live-sixths,  respectively,  of 
the  combined  tax  liability,  the  Fedwal  Oov- 
ernment  shall  pay  over  to  State  X  one-slxtb 
($750)  of  the  amount  actually  collected  from 
A.  and  the  Federal  Ooverument  shaU  retain 
five-sixths  ($3,750). 

Example  (3).  The  total  amount  of  State  X 
qualified  tax.  State  Y  qualified  tax,  and  Fed¬ 
eral  Income  tax  collected  from  B.  a  resident 
of  State  X  who  Is  employed  In  State  Y,  for  the 
taxable  year  Is  $5,500.  The  amounts  of  B's 
liabilities  for  such  taxes  for  that  year  are: 
$250  for  the  State  X  tax  (after  allowance  of 
a  credit  for  State  Y's  qualified  tax).  $750  tor 
the  State  Y  tax.  and  $4,000  tor  the  Federal 
tax.  Since  B's  llabUlty  for  the  State  X  tax 
($250)  Is  5  percent  of  the  combined  tax 
liability  ($5,000),  hte  liability  for  the  State 
Y  tax  ($750)  Is  15  percent  of  such  combined 
liability,  and  his  liability  for  the  Federal 
tax  $4,000)  Is  80  percent  of  such  combined 
liability,  the  total  amount  to  be  refunded  to 
B  ($500)  shall  be  chargeable  in  the  following 
manner:  5  percent  ($25)  against  State  X's 
account,  15  percent  ($75)  against  State  Y'a 
account,  and  80  percent  ($400)  against  the 
Federal  Government’s  account. 

Example  (4).  C  Is  liable  for  $2,000  In  Fed¬ 
eral  income  tax  and  $500  In  State  X  qualified 
tax  (a  resident  tax)  for  the  taxable  year 
However,  on  his  Federal  Income  tax  return 
for  such  year,  C  erroneously  described  him¬ 
self  as  a  resident  of  State  Y  (which  does 
not  have  a  qualified  tax),  and  he  filed  with 
such  return  his  declaration  to  the  effect  that 
he  had  no  qualified  tax  liability  for  the  year 
Accordingly.  C  paid  only  $2,000  for  his  Fed¬ 
eral  tax  liability,  and  such  amount  wa,s  re¬ 
tained  In  the  account  of  the  Federal  Govern¬ 
ment.  Subsequently,  C's  error  is  discovered 
The  amount  collected  by  the  Federal  Govern¬ 
ment  from  C  for  such  year  must  be  allocated 
between  the  Federal  Government  and  State 
X  in  proportion  to  C's  tax  liability  to  both 
Accordingly,  the  Federal  Government  must 
pay  over  to  State  X  the  amount  of  $400 
(which  is  %  ($500/$2.500)  of  the  $2,000  col¬ 
lected).  If  the  Federal  Government  collects 
from  C  the  additional  $500  owed,  it  will 
retain  $400  of  such  amount  and  pay  the  re¬ 
maining  $100  to  State  X.  Similarly,  if  the 
Federal  Government  collects  from  C  any  in¬ 
terest.  or  any  additions  to  tax  or  assessable 
penalties  under  chapter  68,  %  of  the  amount 
of  such  collections  shall  be  retained  by  the 
Federal  Government,  and  of  such  amount 
shall  be  paid  over  to  State  X.  However,  not¬ 
withstanding  the  allocation  of  the  funds  be¬ 
tween  the  taxing  jurisdictions,  C's  liability 
for  the  $500  retains  its  character  as  a  lia¬ 
bility  for  State  X  tax.  Therefore,  any  interest, 
additions  to  tax.  or  assessable  penalties  im¬ 
posed  with  respect  to  the  State  X  tax  shall 
be  imposed  with  respect  to  C's  full  $500 
liability  for  such  tax,  notwithstanding  the 
fact  that  amounts  collected  with  respect  to 
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Buch  Items  shall  be  allocated  %  to  the  Fed¬ 
eral  Government. 

Example  (5).  A  criminal  charge  Is  brought 
against  D  pursuant  to  chapter  76,  alleging 
tliat  he  willfully  evaded  the  payment  of 
Federal  Income  tax  by  falling  to  report  In¬ 
terest  Income  derived  from  obligations  of  the 
United  States.  D  enters  a  plea  of  non  con¬ 
tendere  to  the  charge  and  pays  92,500  as  a 
fine  to  the  Federal  Government.,  The  act 
alleged  In  the  criminal  charge  would  not 
support  the  bringing  of  a  criminal  charge 
under  a  State  law  corresponding  to  chapter 
75,  or  to  title  18  of  the  United  States  Code, 
with  respect  to  the  quallfled  tax  of  any  State; 
accordingly,  the  United  States  U  the  only 
affected  Jurisdiction,  and  no  remittance  shall 
be  made  to  any  State  with  respect  to  the 
amount  collected  by  the  Federal  Goveriunent 
as  a  fine. 

Example  (6) .  A  critulnal  charge  Is  brought 
against  E  pursuant  to  chapter  75.  alleging 
that  he  willfully  attempted  to  evade  the 
assessment  of  liability  for  both  Federal  In¬ 
come  tax  and  the  qualified  tax  of  State  X 
by  filing  false  and  fraudulent  Income  tax 
returns.  E'a  case  Is  settled  upon  the  condi¬ 
tion  that  he  pay  a  fine  in  the  amount  of 
$5,000.  As  determined  pursuant  to  subpara¬ 
graph  (2)  of  this  paragraph,  E’s  liabilities 
for  the  taxable  year  are  In  the  amounts  of 
$7,200  to  the  Federal  Government  and  $800 
to  State  X,  Accordingly,  after  the  Federal 
Government  collects  the  fine,  $500  ($5,000  X 
$800/ $8,000)  is  remitted  to  State  X. 

Example  (7) .  Assume  the  same  facts  as  in 
example  (6).  except  that  E  is  tried  and  con¬ 
victed  on  both  charges,  and  pursuant  to 
court  decree  he  pays  to  the  United  States  a 
fine  of  $6,000  with  respect  to  each  charge,  or 
a  total  of  $12,000.  Because  a  criminal  charge 
was  brought  with  respect  to  each  affected 
jurisdiction,  and  the  allocation  of  the  total 
amount  paid  an  a  fine  was  specifically  im¬ 
posed  by  a  court  decree,  the  direction  of  the 
Court  shall  govern  the  allocation.  According¬ 
ly,  after  the  Federal  Gtovernraent  collects  the 
fines  It  pays  over  $6,000  to  the  account  of 
State  X. 

§  301.6361—2  Judici;:!  and  adiiiininlra- 
live  proceedings;  Federal  reiire^enla- 
tion  of  Slate  ■iilerests. 

(a)  CivU  proceedings — (1)  General 
rule.  Any  person  shall  have  the  same 
light  to  bring  or  contest  a  civil  fiction, 
and  to  obtain  a  review  thereof,  with  re¬ 
spect  to  a  qualified  tax  (including  the 
current  collection  thereof)  in  the  same 
court  or  courts  which  would  be  available 
to  hhn,  and  pursuant  to  the  same  re¬ 
quirements  and  procedures  to  which  he 
would  be  subject,  under  chapter  76  (re¬ 
lating  to  judicial  proceedings),  and 
under  title  28  of  the  United  States  Code 
(relating  to  the  judiciary  and  judicial 
procedure) ,  if  the  tjix  were  imposed  by 
section  1  or  chapter  24  of  the  Internal 
Revenue  Code.  For  purposes  of  this  sec¬ 
tion,  the  term  “person”  includes  the 
Federal  Government.  Except  as  provided 
in  subparagraph  (2)  of  this  paragraph, 
to  the  extent  that  the  preceding  sen¬ 
tence  provides  judicial  procedures!  in¬ 
cluding  review  procedures)  with  respect 
to  any  matter,  such  procedures  shall  re¬ 
place  civil  judicial  procedures  under 
State  law. 

(2)  Exception.  The  right  or  power  of 
the  courts  of  any  State  to  pass  on  mat¬ 
ters  involving  the  constitution  of  such 
State  is  unaffected  by  any  provision  of 
this  paragraph;  however,  the  jurisdic¬ 
tion  of  a  State  court  in  such  matters 


shall  not  extend  beyond  the  issue  of  con- 
stitutlonaUty.  Thus,  if  in  a  case  involving 
the  validity  of  a  qualified  tax  statute 
under  the  State  constitution,  the  State 
court  holds  such  statute  constitutional, 
such  court  shall  not  proceed  to  decide 
the  amount  of  the  tax  liability. 

(b)  Criminal  proceedings.  Only  the 
Federal  Government  shall  have  the  right 
to  bring  a  criminal  action  with  respect 
to  a  qualified  tax  (including  the  current 
collection  thereof).  Such  an  action  shall 
be  brought  in  the  same  court  or  courts 
which  would  be  available  to  the  Federal 
Government,  and  pursuant  to  the  same 
requirements  and  procedures  to  which 
the  Federal  Government  would  be.  sub¬ 
ject,  if  the  tax  were  imposed  by  sectiem 
1  or  chapter  24  of  the  Internal  Revenue 
Code. 

(c)  Administrative  proceedings.  Any 
person  shall  have  the  same  rights  in  ad¬ 
ministrative  proceedings  of  tlie  Internal 
Revenue  Service  with  respect  to  a  quali¬ 
fied  tax  (including  the  current  collection 
thereof)  which  would  be  availaUe  to 
him,  and  shall  be  subject  to  the  same 
admmistrative  requirements  and  proce¬ 
dures  to  which  he  would  be  subject,  if 
the  tax  were  imposed  by  section  1  or 
chapter  24  of  the  Internal  Revenue  Code. 

(d>  United  States  representation  of 
State  interests — (1)  General  rule.  Except 
as  provided  in  subparagraphs  (2)  and 
(3)  of  this  paragraph,  the  Federal  Gov¬ 
ernment  shall  appear  on  behalf  of  any 
State  the  qualified  tax  of  wlilch  it  collects 
(or  did  collect  for  the  year  in  issue) ,  and 
shall  represent  such  State’s  interests  in 
any  administrative  or  judicial  proceed¬ 
ing,  either  civil  or  criminal  in  nature, 
which  relates  to  the  administration  and 
collection  of  such  qualified  tax,  in  the 
same  manner  as  it  represents  the  inter¬ 
ests  of  the  United  States  in  correspond¬ 
ing  proceedings  involving  Federal  in¬ 
come  tax  matters. 

(2)  Exceptions.  The  Federal  Govern¬ 
ment  shall  not  so  represent  a  State's  in¬ 
terests  either — 

(i)  In  proceedings  in  a  State  court  in¬ 
volving  the  constitution  of  such  State,  to 
the  extent  of  such  constitutional  issue,  or 

(ii)  In  proceedings  in  any  court  involv¬ 
ing  the  relationship  between  the  United 
States  and  the  State,  to  the  extent  of  the 
issue  pertaining  to  such  relationship,  if 
either : 

(A)  The  proceeding  is  one  which  is 
initiated  by  the  United  States  against  the 
State,  or  by  the  State  against  the  United 
States,  and  no  individual  (except  in  his 
official  capacity  as  a  governmental  offi¬ 
cial)  is  an  original  party  to  the  proceed¬ 
ing,  or 

(B)  The  proceeding  is  not  one  de¬ 
scribed  in  (A),  but  the  State  elects  to 
represent  its  own  interests  to  the  extent 
permissible  under  this  subdivision. 

(3)  Finality  of  Federal  administrative 
determinations.  State  and  local  govern¬ 
ment  officials  and  employees  may  not 
review  Federal  administrative  deter¬ 
minations  concerning  tax  llablities  of, 
refunds  owed  to.  or  criminal  prosecu¬ 
tions  of,  individuals  with  respect  to 
qualified  taxes.  See.  however.  S  301.6363- 
3  relating  to  State  administration  of  a 


qualified  tax  with  respect  to  transition 
years.  If  requested  by  an  electing  State, 
the  Commisloner  or  his  delegate  may. 
under  terms  and  conditions  set  forth  in 
an  agreement  with  such  State,  permit 
such  State  to  carry  on  operations  supple¬ 
mentary  to  the  Federal  administration 
of  the  State’s  qualified  tax  (Including 
supplemental  audits  or  examinatolns  of 
tax  returns  by  State  audit  personnel), 
but  all  administrative  determlnatlonj 
shall  be  made  by  the  Federal  Govern¬ 
ment  without  review  by  the  State.  An 
agreement  which  permits  supplemental 
audits  or  examinations  of  tax  returns 
by  State  audit  personnel  shall  provide 
that  the  audits  and  examinations  shall 
be  conducted  under  the  supervision  and 
control  of  the  Commissioner  or  his  dele¬ 
gate,  who  shall  have  the  authority  to  de¬ 
termine  which  returns  shall  be  audited 
and  when  the  audits  shall  occur.  Also, 
such  agreements  shall  provide  that  the 
results  of  any  such  supplemental  audit 
shall  be  referred  to  the  Commissioner 
or  his  delegate  for  final  administrative 
determination.  The  Commissioner  or  his 
delegate  shall,  to  the  extent  permitted  by 
law,  allow  an  electing  State  reasonable 
access  to  tax  returns  and  other  appro¬ 
priate  records  and  information  relating 
to  its  qualified  tax  for  the  purpose  of 
conducting  any  such  supplemental  op¬ 
erations.  In  addition,  the  Secretary  or 
his  delegate  shall  permit  an  electing 
State  to  inspect  the  workpapers  which 
are  compiled  in  the  course  of  verification 
by  the  Treasury  Department  of  the  cor¬ 
rectness  of  the  accounting  by  whida  the 
amounts  of  the  actual  net  collections 
attributable  to  the  elecUng  State’s  quali¬ 
fied  taxes  are  determined. 

§301.6361—3  Transfers  to  Slate*. 

(a)  Periodic  transfers.  In  general, 
amounts  collected  by  the  Federal  Gov¬ 
ernment  which  are  allocable  to  qualified 
taxes  (including  criminal  fines  which  are 
required  to  be  paid  to  a  State,  as  deter¬ 
mined  under  paragraph  (f)  (3)  of  §  301.- 
6361-1)  shall  be  promptly  transferred  to 
each  State  imposing  such  a  tax.  Trans¬ 
fers  of  such  amounts,  based  on  percent¬ 
ages  of  estimated  Federal  collections, 
shall  be  made  not  less  frequently  than 
every  third  business  day  unless  the 
State  agrees  to  accept  transfers  at  less 
frequent  Intervals. 

(b)  Determination  of  amounts  of 
transfers.  The  amounts  allocable  to  the 
qualified  taxes  of  each  State  for  purposes 
of  periodic  transfer  shall  be  determined 
as  a  percentage  of  the  estimated  aggre¬ 
gate  net  individual  income  tax  collec¬ 
tions  made  by  the  F^eral  Government. 
For  purposes  of  this  paragraph,  the  “ag¬ 
gregate  net  individual  income  tax  collec¬ 
tions”  shall  include  amoimts  collected 
on  account  of  the  Federal  individual  in¬ 
come  tax  and  all  qualified  taxes  by  all 
means  (including  withholding,  tax  re¬ 
turns,  and  declarations  of  estimated 
tax),  and  shall  be  reduced  to  the  ex¬ 
tent  of  any  liability  to  taxpayers  for 
credits  or  refunds  by  reason  of  overpay¬ 
ments  of  such  taxes.  The  percentage  of 
the  estimated  amount  of  such  coUectkms 
which  is  allocated  to  each  State  shall  be 
based  on  an  estimate  which  is  to  be  made 
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by  the  OfQce  of  Tax  Analysis  prior  to  the 
beginning  of  each  calendar  year  as  to 
what  portion  of  the  estimated  aggregate 
net  individual  Income  tax  collections  for 
the  forthcoming  year  will  be  attributable 
to  the  qualified  taxes  of  that  State.  Each 
State  will  be  notified  prior  to  the  begin¬ 
ning  of  each  calendar  year  of  the  sunount 
which  it  is  estimated  that  the  State  will 
receive  by  application  of  that  percentage 
for  the  year.  However,  the  OCBce  of 
Tax  Analysis  shall,  from  time  to  time 
throughout  the  calendar  year,  revise  the 
percentage  estimates  when  such  a  revi¬ 
sion  is,  in  the  opinion  of  that  oflBce,  nec¬ 
essary  to  conform  such  estimates  to  the 
actual  receipts.  When  such  a  revision  is 
made,  the  payments  to  the  State  will  be 
adjusted  accordingly. 

(c)  Adjustment  of  difference  between 
actual  collections  and  periodic  transfers. 
At  least  once  annually  the  Secretary  or 
his  delegate  shall  determine  the  differ¬ 
ence  between  the  aggregate  amoimt  of 
the  actual  net  collections  made  (taking 
into  acount  credits,  refunds,  and 
amoimts  received  by  withholding  with 
respect  to  which  a  tax  return  is  not  filed) 
wliich  is  attributable  to  each  State’s 
qualified  taxes  during  the  preceding  year 
and  the  aggregate  amount  actually 
transferred  to  such  State  based  on  esti¬ 
mates  during  such  year.  The  amount  of 
such  difference,  tis  so  determined,  shall 
be  a  charge  against,  or  an  addition  to, 
the  amounts  otherwise  determined  to  be 
payable  to  the  State. 

(d)  Recipient  of  transferred  funds. 
All  funds  transferred  pursuant  to  section 
6361(c)  and  paragraph  (a)  of  this  sec¬ 
tion  shall  be  transferred  by  the  Federal 
Government  to  the  State  official  desig¬ 
nated  by  the  Governor  to  receive  such 
funds  in  the  State  agreement  pursuant 
to  paragraph  (d)  (5)  of  §  301.6363-1, 
unless  the  Governor  notifies  the  Secre¬ 
tary  or  his  delegate  in  writing  of  the  des¬ 
ignation  of  a  different  State  official  to  re¬ 
ceive  the  fimds. 

§  301.6361—4  Definitions. 

For  purposes  of  the  regvilations  in  this 
part  under  subchapter  E  of  chapter  64 
of  the  Internal  Revenue  Code  of  1954,  re¬ 
lating  to  collection  and  administration  of 
State  individual  income  taxes — 

(a)  State  agreement.  The  term  “State 
agreement”  means  an  agreement  be¬ 
tween  a  State  and  the  Federal  Govern¬ 
ment  which  was  entered  into  pursuant  to 
section  6363  and  the  regulations  there- 
vmder,  and  which  provides  for  the  Fed¬ 
eral  collection  and  administration  of  the 
qualified  tax  or  taxes  of  that  State. 

(b)  Qualified  tax.  The  term  “qualified 
tax”  means  a  tax  which  is  a  “qualified 
State  Individual  income  tax,”  as  defined 
in  section  6362  (including  subsection  (f) 

(1)  thereof,  which  requires  that  a  State 
agreement  be  in  effect)  and  the  regula¬ 
tions  thereunder. 

(c)  Chapters  and  subtitles.  References 
in  regulations  in  this  part  under  sub¬ 
chapter  E  to  chapters  and  subtitles  are 
to  chapters  and  subtitles  of  the  Internal 
Revenue  Code  of  1954,  unless  otherwise 
IndicatecL 


(d)  SubcTiapter  E.  The  term  subchap¬ 
ter  E”  means  subchapter  E  of  chapter 
64  of  the  Internal  Revenue  Code  of  1954. 
relating  to  collection  and  administration 
of  State  individual  Income  taxes,  as 
amended  from  time  to  time. 

§  301.6361—5  Effcriive  date  of  section 

6361. 

Section  6361  shall  take  effect  on  the 
first  January  1  which  is  more  than  1  year 
after  the  first  date  on  which  at  least 
one  State  has  filed  a  notice  of  election 
with  the  Secretary  or  his  delegate  to 
enter  into  a  State  agreement.  For  pur¬ 
poses  of  this  section,  a  notice  of  election 
shall  be  deemed  to  have  been  filed  by  a 
State  only  if  there  is  no  defect  in  either 
the  State’s  notice  of  election  or  the 
State’s  tax  law  of  which  the  Secretary 
notified  the  Governor  pursuant  to  para¬ 
graph  (c)  of  §  301.6363-1,  and  which  has 
not  been  retroactively  cured  under  the 
provisions  of  such  paragraph. 

§  301.6362—1  Types  of  qualified  tax. 

(a)  In  general.  A  qutdified  tax  may  be 
either  a  “qualified  resident  tax”  within 
the  meaning  of  paragraph  (b)  of  this 
section,  or  a  “qualified  nonresident  tax" 
within  the  meaning  of  paragraph  (c)  of 
this  section. 

(b)  Qualified  resident  tax.  A  tax  im¬ 
posed  by  a  State  on  the  income  of  indi¬ 
viduals,  estates,  and  trusts  which  are 
residents  of  such  State  within  the  mean¬ 
ing  of  section  6362(e)  and  S  301.6362-6 
shall  be  a  “qualified  resident  tax”  if  it  is 
either: 

(1)  A  tax  based  on  Federal  taxable  in¬ 
come  which  meets  the  requirements  of 
section  6362  (b),  (e),  and  (f).  and  of 
§§  301.6362-2,  301.6362-6,  and  301.6362- 
7;  or 

(2)  A  tax  which  is  a  percentage  of  the 
Federal  tax  and  which  meets  the  require¬ 
ments  of  section  6362  (c),  (e),  and  (f), 
and  of  §§  301.6362-3,  301.6362-6,  and 
301.6362-7. 

(c)  Qualified  nonresident  tax.  A  tax 
imposed  by  a  State  on  the  wage  and  other 
business  income  of  individuals  who  are 
not  residents  of  such  State  within  the 
meaning  of  section  6362(e)  (1)  and  para¬ 
graph  (b)  of  §  301.6362-6  shall  be  a 
“qualified  nonresident  tax”  if  it  meets  the 
requirements  of  section  6362  (d),  (e), 
and  (f),  and  of  §§  301.6362-5,  301.6362^, 
and  301.6362-7. 

§  301.6362—2  Qualified  resident  tax 
based  on  taxable  income. 

(a)  In  general.  A  tax  meets  the  re¬ 
quirements  of  section  6362(b)  and  this 
section  only  if  it  is  imposed  on  the 
amount  of  the  taxable  income,  as  defined 
in  section  63,  of  the  individual,  estate,  or 
trust,  adjusted — 

(1)  By  subtracting  an  amount  equal  to 
the  amoimt  of  the  taxpayer’s  Interest  on 
obligations  of  the  United  States  which 
was  included  in  his  gross  income  for  the 
taxable  year; 

(2)  By  adding  an  amount  equal  to  the 
amount  of  the  taxpayer’s  net  State  in¬ 
come  tax  deduction,  as  defined  in  para¬ 
graph  (a)  of  §  301.6362-4,  for  the  taxable 
year; 


(3)  By  adding  an  amount  equal  to  the 
amount  of  the  taxpayer’s  net  tax-exempt 
income,  as  defined  in  paragraph  (b)  of 
§  301.6362-4,  for  the  taxable  year;  and 

(4)  If  a  credit  is  allowed  against  the 
tax  in  accordance  with  paragraph  (b)(3) 
of  this  section  for  sales  tax  Imposed  by 
the  State  or  a  political  subdivision 
thereof,  by  adding  an  amount  equal  to 
the  amount  of  the  taxpayer”s  deduc¬ 
tion  under  section  164(a)  (4)  for  such 
sales  tax. 

The  tax  may  provide  for  either  a  single 
rate  of  multiple  rates  which  vary  with 
the  amount  of  taxable  Income,  as 
adjusted. 

(b)  Permitted  adjustments.  A  tax 
which  otherwise  meets  the  requirements 
of  paragraph  (a)  of  this  section  shall  not 
be  deemed  to  fail  to  meet  such  require¬ 
ments  solely  because  it  provides  for  one 
or  more  of  the  following  adjustments: 

(1)  A  credit  meeting  the  requirements 
of  paragraph  (c)  of  §  301.6362-4  is  al¬ 
lowed  against  the  tax  for  the  taxpayer’s 
income  tax  liability  to  anoUier  State  or 
a  poUtical  subdivision  thereof. 

(2)  A  tax  is  imposed  on  the  amount 
taxed  under  section  56  (relating  to  the 
minimum  tax  for  tax  preferences). 

(3)  A  credit  is  aUowed  against  the  tax 
for  all  or  a  portion  of  any  general  sales 
tax  imposed  by  the  State  or  a  political 
subdivision  thereof  with  respect  to  sales 
either  to  the  taxpayer  or  to  one  or  more 
of  his  dependents. 

(c)  Method  of  making  mandatory  ad¬ 
justments.  ’The  mandatory  adjustments 
provided  in  paragraph  (a)  of  this  section 
shall  be  made  directly  to  taxable  income. 
Except  as  provided  in  paragraph  (c)  (2) 
of  §  301.6362-4,  no  account  shaU  be  taken 
of  any  reduction  or  increase  in  the  Fed¬ 
eral  adjusted  gross  income  which  would 
result  from  the  exclusion  from,  or  inclu¬ 
sion  in,  gross  Income  of  the  items  which 
are  the  subject  of  the  adjustments.  Thus, 
for  example,  when  for  purposes  of  the 
calculation  the  taxpayer’s  Federal  tax¬ 
able  Income  is  adjusted  to  refiect  the  ex¬ 
clusion  from  gross  income  of  interest  on 
obligations  of  the  United  States,  no 
change  shall  be  made  in  the  amount  of 
the  taxpayer’s  deduction  for  medical  ex¬ 
penses,  or  in  the  amount  of  his  charitable 
contribution  base,  even  though  such 
amoimts  would  ordinarily  depend  upon 
the  amount  of  adjusted  gross  Income. 

§  301.6362—3  Qualified  resident  lux 
which  is  a  percentage  of  Federal  tax. 

(a)  In  general.  A  tax  meets  the  re¬ 
quirements  of  section  6362(c)  and  this 
section  only  if : 

(1)  The  tax  is  imposed  as  a  single 
specified  percentage  of  the  excess  of  the 
taxes  imposed  by  chapter  1  over  the  sum 
of  the  credits  allowable  under  part  IV  of 
subchapter  A  of  chapter  1  (other  than 
the  cr^its  allowable  under  sections  31 
and  39) ,  and 

(2)  ’The  amount  of  the  tax  is  decreased 
by  the  amount  of  the  decrease  in  such 
liability  which  would  result  from  exclud¬ 
ing  from  the  taxpayer’s  gross  Income  an 
amount  equal  to  the  amount  of  Interest 
on  obligations  of  the  United  States  which 
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was  Included  In  hUt  grots  Income  for  the 
taxable  year. 

(b)  Permitted  adjuttments.  A  tax 
which  otherwise  meets  the  requlremeats 
of  paragraph  (a)  of  this  teflon  shall 
not  be  deemed  to  fail  to  meet  such  re¬ 
quirements  solely  because  it  provides  for 
one  or  more  of  the  following  three  ad¬ 
justments: 

(1)  The  amount  of  a  taxpayer’s  liabil¬ 
ity  for  tax  is  increased  by  the  amount  of 
the  Increase  in  such  liability  which  would 
result  from  including  in  such  taxpayer’s 
gross  income  all  of  the  following : 

(1)  An  amount  equal  to  the  amount  of 
his  net  State  income  tax  deduction,  as 
dehnod  in  paragraph  (a)  of  S  301.6362-4, 
for  the  taxable  year; 

(ii)  An  amount  equal  to  tlie  amount  of 
his  net  tax-exempt  income,  as  defined  in 
paragraph  (b)  §  301.6362-4.  for  the 

taxable  year,  and 

<iii)  If  a  credit  is  allowed  against  the 
tax  under  paragraph  (b)  (3)  of  this  sec¬ 
tion*  for  sales  tax  imposed  by  the  State 
or  a  politiccd  subdivision  thereof,  an 
amount  equal  to  the  amount  of  his  d»- 
ducUmi  under  section  164<a)  (4)  for  such 
sales  tax. 

(2)  A  credit  meeting  the  requirements 
of  paragrai^i  (c)  of  S  301.6362-4  is  al¬ 
lowed  against  the  tax  for  the  income  tax 
of  another  State  or  a  political  subdivi¬ 
sion  thereof. 

(3)  A  credit  is  allowed  against  the  tax 
for  all  or  a  portion  of  any  general  sales 
tax  imposed  by  the  State  or  a  political 
subdivislcm  thereof  with  respect  to  sales 
either  to  the  taxpayer  or  to  one  or  more 
of  his  dependents. 

(c)  Method  of  making  adjustments. 
Except  as  s[>ecifically  provided  in  para¬ 
graphs  (a)(2)  and  (b)(1)  of  this  sec¬ 
tion  and  in  paragraph  (c)  (2)  of 
S  301.6362-4,  no  accoimt  shall  be  taken  of 
any  reduction  or  increase  in  the  Federal 
adjusted  gross  income  which  would  re¬ 
sult  from  the  exclusion  from,  or  inclu- 
si(xi  in,  gross  income  of  the  items  which 
are  the  subject  of  the  adjustments  pro¬ 
vided  in  tlM^  paragraphs.  Thus,  for  ex¬ 
ample,  when  for  piuix)se6  of  the  calciila- 
tion  the  taxpayer's  Federal  income  tax 
liability  is  adjusted  to  reflect  the  exclu¬ 
sion  from  gross  income  of  interest  on 
obligatimis  of  the  United  States,  no 
change  shall  be  made  in  the  amount  of 
the  taxpayer’s  deduction  for  medical  ex¬ 
penses,  or  in  the  amount  of  his  charita¬ 
ble  contribution  base,  even  though  such 
amounts  wo\ild  ordinarily  d^;>end  upon 
the  amount  of  adjusted  gross  income. 
Also,  when  calculating  the  adjusted  Fed¬ 
eral  tax  liability  to  which  the  rate  of  the 
State  tax  is  to  be  applied,  no  adjustment 
shall  be  made  in  the  amount  of  any 
credit  against  Federal  tax  to  which  a 
taxpayer  is  entitled. 

§  301.6362—4  Rales  for  adjiurtmonts  re¬ 
lating  to  qualified  resident  Uxes. 

(a)  Net  State  income  tax  deduction. 
For  purposes  of  section  6362  (b)  (1)  (B) 
and  (c)(3)(B),  and  §S  301.6362-2  and 
301.6362-3,  the  ''net  State  Income  tax 
deduettan**  shall  be  the  excess  (if  any) 
of  (1)  the  amount  deducted  from  income 
under  section  164(a)  (S>  as  taxes  paid 


to  a  State  or  to  a  poUtlccJ  subdivlskm 
thereof,  over  (2)  the  amounts  included 
in  income  as  recoveries  of  prior  income 
taxes  which  were  paid  to  a  State  or  to  a 
P(dltlcal  subdivision  thereof  and  which 
had  been  deducted  under  section  164 
(a)(3). 

(b)  Net  tax-exempt  income.  For  pur¬ 
poses  of  section  6362  (b)(1)(C)  aiui 
(c)(3)(A)  and  5§  301.6362-2  and  301.- 
6362-3,  the  “net  tax-ex«npt  income” 
shall  be  the  excess  (if  any)  of: 

(1)  The  sum  of  (i)  the  interest  on 
obligations  described  in  section  103 
(a)(1)  other  than  obligations  of  the 
State  imposing  the  tax  and  the  pcditical 
subdivisions  thereof,  and  (ii)  the  in¬ 
terest  cm  obligations  described  in  such 
section  of  such  State  and  the  political 
subdivisions  thereof  which  under  the  law 
of  the  State  is  subject  to  the  tax;  over 

(2)  The  sum  of  (i)  the  amount  of  de¬ 
ductions  allocable  to  the  Interest  de¬ 
scribed  in  subparagraph  (1)  (i)  or  (ii) 
of  this  paragraph  which  is  disallowed 
pursuant  to  section  265  and  the  regula¬ 
tions  thereunder,  and  (ii)  the  amount  of 
the  adjustment  to  basis  sdlocable  to  such 
obligations  which  is  required  to  be  made 
for  the  taxable  year  under  section  1016 
(a)  (5)  or  (6), 

For  purposes  of  subparagraphs  (1)  (ii) 
of  this  paragraph,  a  State  may,  at  its 
option,  subject  to  the  tax  the  interest 
from  all,  none,  or  some  of  its  section 
103(a)  (1)  obligations  and  those  of  its 
p^itical  subdivisions.  For  example,  a 
State  may  subject  to  tax  all  of  such  ob¬ 
ligations  other  than  those  which  it  or 
its  political  subdivisions  issued  prior  to 
a  specified  date,  which  may  be  ^e  date 
that  subchapter  E  becomes  applicable  to 
the  State. 

(c)  Credits  for  taxes  of  other  jurisdic¬ 
tions — (1)  In  general.  A  State  tax  law 
that  provides  for  a  credit,  pursuant  to 
section  6362(b)  (2)  (B)  or  (C)  or  section 
6362(c)(4),  and  paragraph  (b)(1)  of 
i  301.6362-2  or  paragraph  (b)  (2)  of 
§  301.6362-3,  for  income  tax  of  another 
State  or  a  political  subdivision  thereof 
shall  provide  that,  in  the  case  of  each 
taxpayer,  the  amount  of  the  credit  shall 
equal  the  amount  of  his  liability  with 
respect  to  such  other  jurisdiction's  tax 
for  the  taxable  year  which  runs  concur¬ 
rently  with,  or  which  ends  in,  the  tax¬ 
able  year  used  by  the  taxpayer  for  pur¬ 
poses  of  the  State  tax  which  provides  for 
the  credit.  Such  a  credit  may  be  allowed 
with  respect  to  every  income  tax 
(whether  or  not  qualified)  imposed  on 
the  taxpayer  by  another  State  or  a  po¬ 
litical  subdivision  thereof,  or  only-^vTith 
respect  to  certain  of  such  taxes.  How¬ 
ever,  for  purposes  of  this  paragraph,  the 
amount  which  is  treated  as  being  the 
amount  of  the  taxpayer’s  liability  with 
respect  to  any  such  tax  imposed  by  an¬ 
other  jurisdiction  shall  not  exceed  the 
amount  of  liability  for  such  tax  which 
is  both — 

(A)  Reported  to  the  taxing  authori¬ 
ties  responsible  for  collecting  such  other 
jurisdiction’s  tax.  and 

(B)  Substantiated  pursuant  to  the  re¬ 
quirements  of  paragrai^i  (c)(1)  (il)  of 
S  301.6361-1. 


(2)  Limitation.  The  amount  of  any 
credit  allowed  for  the  taxable  year  pur¬ 
suant  to  this  paragraph  shall  not  exceed 
the  product  of  the  amount  of  the  resi¬ 
dent  tax  against  which  the  credit  is  al¬ 
lowed,  as  computed  without  subtracting 
any  such  credit,  multiplied  by  a  fraction 
the  numerator  of  which  is  the  amount  of 
income  subject  to  tax  by  both  the  State 
lmpo.sing  the  resident  tax  aginst  which 
the  credit  is  allowed  and  the  other  juris¬ 
diction  whose  tax  is  being  credited,  and 
tlie  denominator  of  which  is  the  amount 
of  income  subject  to  tax  by  the  State  im¬ 
posing  tire  resident  tax  against  which 
the  credit  is  allowed.  For  purposes  of 
the  preceding  sentence,  “income  siU)jeci 
to  tax”  means  the  amount  of  the  tax¬ 
payer’s  adjusted  gross  inewne  which  is 
taken  into  account  for  purposes  of  com¬ 
puting  tax  liability;  in  the  case  of  a 
qualified  resident  tax,  an  appropriate 
modification  shall  be  made  to  take  into 
account  any  adjustments  which  are 
made  pursuant  to  paragraph  (a)  (1)  and 

(3)  of  §  301.6362-2,  or  pursuant  to  para¬ 
graph  (a)(2)  or  (b)(1)  (ii)  of  8  301.- 
6362-3. 

(3)  Examples.  The  application  of  this 
paragraph  may  be  illustrated  by  the  fol¬ 
lowing  examples: 

Example  (1).  (1)  A,  a  calendar-year,  cash- 
basU  taxpayer.  Is  a  resident  of  State  X 
throughout  the  taxable  year.  For  su(ih  year, 
his  adjusted  gross  Income  for  Federal  Income 
tax  purposes  consists  of  424,000,  consisting  of 
43,000  derived  from  employment  In  State  X. 
45.000  derived  from  employment  In  State  Y. 
415,000  derived  from  employment  in  State 
Z,  and  41,000  in  Interest  Income  from  ITnlted 
SUtes  savings  bonds.  In  addition,  he  received 
net  tax-exempt  Income  in  the  amount  of 
42,000.  For  the  taxable  year,  he  incurs  liabil¬ 
ities  of  4200  for  the  State  T  nonrosidoit  in¬ 
come  tax,  and  41.400  for  the  State  Z  non¬ 
resident  Income  tax.  State  X,  which  has  in 
effect  a  State  agreement  for  the  taxable  year, 
imposes  a  resident  tax  against  which  credlta 
are  allowed  for  the  nonresident  taxes  im¬ 
posed  by  States  Y  and  Z.  Without  taking  any 
such  credits  into  account,  however,  the 
amount  of  A’s  liability  for  such  resident  tax 
would  be  41,500.  A  properly  repeats  his  non¬ 
resident  Income  tax  liabUities  to  States  T  and 
Z  at  the  same  time  that  he  files  his  return 
with  respect  to  the  State  X  tax,  and  he  sub¬ 
stantiates  on  such  return  his  liabilities  to 
States  T  and  Z. 

(ii)  The  amount  of  A's  Income  subject  to 
tax  in  State  X  U  425.000  (his  adjusted  gross 
income  of  424,000.  minus  the  United  States 
savings  bond  income  of  41,000,  plus  the  net 
tax-exempt  income  of  42,000).  The  amount 
of  the  credit  allowable  against  the  State  X 
resident  tax  for  the  amount  of  A’s  liability 
with  respect  to  the  State  Y  nonresident  tax  is 
calculated  as  follows :  The  maximum  amount 
of  credit  is  the  actual  amount  of  his  liability 
to  Y,  or  4200.  Under  subparagraph  (2)  of  this 
paragraph,  the  amount  of  the  credit  is 
limited  to  4300  (41.500  x  45,000/425,000). 
Ihus,  such  limit  has  no  effect,  and  the  full 
4200  is  allowable  as  a  credit  against  A's  liabil¬ 
ity  for  the  resident  tax  of  State  X.  The 
amount  of  the  credit  allowable  against  the 
State  X  resident  tax  fm-  the  amount  of  A’a 
liability  with  respect  to  the  State  Z  nonresi¬ 
dent  tax  la  calculated  as  follows:  The  maxi¬ 
mum  amount  of  the  credit  is  the  actual 
amount  of  bis  liability  toZ,or  41,400.  Under 
subparagraph  (2)  of  this  paragraph,  the 
amount  of  the  credit  is  limited  to  4900 
(41,500  X  416.000/426.000).  Thus,  such  limit 
baa  the  eCPect  of  reducing  to  4900  the  amount 
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of  the  credit  allowable  for  tax  ot  State  Z 
against  A*b  liabllitj  for  the  resident  tax  of 
State  X. 

Example  (2) .  (1)  B,  a  ealendar-yev,  cash- 
basis  taxpayer.  Is  a  resident  of  State  X  em¬ 
ployed  In  State  Y  through  March  14,  1977. 
On  March  15,  1977,  B  becomes  a  resident  of 
State  Z  and  remains  a  resident  of  such  State 
through  the  remainder  of  1977.  Por  1977,  the 
amount  of  B's  adjusted  gross  Income  for 
Federal  Income  tax  purposes  Is  $20,000,  con¬ 
sisting  of  $6,000  derived  from  employment 
In  State  Y  which  B  held  during  the  period  of 
his  residence  In  State  X,  $12,000  derived  from 
employment  In  State  Z  which  B  held  during 
the  period  of  his  residence  in  State  Z,  and 
$2,000  In  Interest  Income  from  various  bank 
accounts.  During  1977,  B  has  no  Interest  In¬ 
come  from  United  States  obligations,  and  no 
tax-exempt  Income.  Pot  1977,  B  Incurs  a  lia¬ 
bility  of  $200  to  State  Y  on  account  of  its 
nonresident  Income  tax  Imposed  with  respect 
to  his  $6,000  of  Income  derived  from  sources 
within  that  State.  State  Z,  which  has  In  effect 
a  State  agreement  for  1977,  Imposes  a  resi¬ 
dent  Income  tax  on  B  which.  If  B  had  been 
a  resident  of  State  Z  for  all  1977,  would 
amount  to  $1,200  prior  to  the  allowance  of 
any  credits  imder  this  paragraph.  However, 
by  reason  or  paragraph  (e)  (1)  of  f  301.6362-6, 
B’s  liability  for  the  resident  tax  of  State  Z, 
before  taking  Into  account  credits  allowed 
under  this  paragraph.  Is  reduced  to  $960 
($1 .200  X  292/365,  or  4/5) .  Furthermore,  State 
Z  allows  a  credit  for  the  nonresident  tax  Im¬ 
posed  by  State  Y. 

(11)  The  amount  of  the  credit  allowable 
against  the  State  Z  resident  tax  for  the 
amount  of  B’s  liability  with  respect  to  the 
State  Y  nonresident  tax  Is  calculated  as  fol¬ 
lows:  The  maximum  amount  of  the  credit  Is 
the  amount  of  his  actual  liability  to  State  Y, 
or  $200.  Under  subparagrs^h  (2)  of  this  para¬ 
graph,  the  amount  of  the  credit  Is  limited  to 
$288  ($960  X  $6,000/$20,000) .  Thus,  such  limit 
has  no  effect,  and  the  full  $200  Is  allowable 
as  a  credit  for  tax  of  State  Y  against  B’s 
liability  for  the  resident  tax  of  State  Z. 

§  301.6362—5  Qualified  nonresident  tax. 

(a)  In  general.  A  tax  meets  the  re¬ 
quirements  of  section  6362(d)  and  this 
section  only  if: 

(1)  The  tax  is  imposed  by  a  State 
which  simultaneously  imposes  a  resident 
tax  meeting  the  requirements  of  section 
6362(b)  and  §  301.6362-2  or  of  section 
6362(c)  and  S  301.6362-3; 

(2)  The  tax  is  required  to  be  computed 
in  accordance  with  either  the  method 
prescribed  in  paragraph  (b)  of  this  sec¬ 
tion  or  another  method  of  which  the 
Secretary  or  his  delegate  approves  upon 
submission  by  the  State  of  the  laws  per¬ 
taining  to  the  tax; 

(3)  The  tax  is  imposed  only  on  the 
wage  and  other  business  income  derived 
from  sources  within  such  State  (as  de¬ 
fined  in  paragraph  (d)  of  this  section), 
of  all  individuals  each  of  whom  derives 
25  percent  or  more  of  his  aggregate  wage 
and  other  business  inccmie  for  the  tax¬ 
able  year  from  sources  within  such  State 
while  he  is  neither  (i)  a  resident  of  such 
State  within  the  meaning  of  section 
6362(e)  and  §301.6362-6,  nor  (U) 
exempt  from  liability  for  the  tax  by  rea¬ 
son  of  a  reciprocal  agreement  between 
such  State  and  the  State  of  which  he  is  a 
resident  within  the  meaning  of  those 
provisions; 

(4)  The  amount  of  the  tax  imposed 
with  respect  to  any  individual  does  not 


exceed  the  amount  of  tax  for  which 
such  individual  would  be  liable  under  the 
qualified  resident  tax  imposed  by  such 
State  if  he  were  a  resident  the  State 
for  the  period  during  which  he  earned 
wage  or  other  business  Income  from 
sources  within  the  State,  and  If  his  tax¬ 
able  income  for  such  period  were  an 
amount  equal  to  the  sum  of  the  zero 
bracket  amoimt  (within  the  meaning  of 
section  63(d)  and  determined  as  if  he 
had  been  a"  resident  of  the  State  for  such 
period)  and  the  excess  of: 

(i)  The  amoimt  of  his  wage  and  other 
busiuess  Income  derived  from  sources 
within  the  State,  over 

(il)  That  portion  of  the  sum  of  the 
zero  bracket  amount  and  the  nonbusi¬ 
ness  deductions  (i.e.,  all  deductions  from 
adjusted  gross  income  allowable  in  com¬ 
puting  taxable  income)  taken  into  ac¬ 
count  for  purposes  of  the  State’s  quali¬ 
fied  resident  tax  which  bears  the  same 
ratio  to  such  siun  as  the  amount  de¬ 
scribed  in  subdivision  (1)  of  this  sub- 
paragraph  bears  to  his  total  adjusted 
gross  income  for  the  year;  and 

(5)  Por  purposes  of  the  tax,  wage  or 
other  business  income  is  considered  as 
being  the  income  of  the  individual  whose 
inemne  it  is  for  purposes  of  section  61. 

(b)  Approved  method  of  computing  li¬ 
ability  for  qualified  nonresident  tax.  A 
tax  satisfies  the  requirement  of  para¬ 
graph  (a)(2)  of  this  section  if  the 
amount  of  the  tax  is  computed  either  as 
a  percentage  of  the  excess  of  the  amount 
described  in  paragraph  (a)  (4)  (i)  of  this 
section  over  the  amount  described  in 
paragraph  (a)  (4)  (li)  of  this  section,  cx 
by  application  of  progressive  rates  to 
such  excess. 

(c)  Definition  of  wage  and  other  busi¬ 
ness  income.  Por  purposes  of  section 
6362(d)  and  this  section,  the  term  “wage 
and  other  business  income’’  means  the 
following  types  of  inccxne: 

(1)  Wages,  as  defined  in  section  3401 
(a)  and  the  regulations  thereunder,  but 
for  these  purposes: 

(1)  The  amount  of  wages  shall  exclude 
amounts  which  are  treated  as  wages  un¬ 
der  section  3402  (o)  or  (p)  (relating  to 
supplemental  unemployment  compen¬ 
sation  benefits,  annuity  payments,  and 
voluntary  withholding  agreements) ,  and 
amounts  which  are  treated  as  disabUlty 
payments  to  the  extent  that  they  are  ex¬ 
cluded  from  gross  income  for  Pederal  in¬ 
come  tax  purposes,  pursuant  to  section 
105(d),  and 

(ii)  ’The  amount  of  wages  shsJl  be  re¬ 
duced  by  those  expenses  which  are  di¬ 
rectly  related  to  the  earning  of  such 
wages  and  with  respect  to  which  deduc¬ 
tions  are  properly  claimed  from  gross  in¬ 
come  in  computing  adjusted  gross  in¬ 
come; 

(2)  -Net  earnings  fnxn  self-employ¬ 
ment,  as  defined  in  section  1402  (a) ;  and 

(3)  The  distributive  share  of  Income 
of  any  trade  or  business  carried  on  by  a 
trust,  estate,  or  electing  small  business 
corporation  (as  defined  in  section  1371 
(a)  and  the  regulations  thereunder),  to 
the  extent  that  such  share: 

(1)  Is  Includible  in  the  gross  inciHne  of 
the  taxpayer  for  the  taxable  year,  and 


(li)  Would  constitute  net  earnings 
from  8^-employment  If  the  trade  or 
business  were  carried  on  by  a  partner¬ 
ship. 

For  purposes  of  this  subparagraph,  “dis¬ 
tributive  share”  Includes  the  income  of 
a  trust  or  estate  which  is  taxable  to  the 
taxpayer  as  a  beneficiary  under  appli¬ 
cable  Federal  Income  tax  rules,  and  the 
undistributed  taxable  income  of  an  elect¬ 
ing  small  business  corporation  which  is 
tax8d>le  to  the  taxpayer  as  a  shareholder 
under  section  1373. 

(d)  Income  derived  from  sources  with¬ 
in  a  State. — (1)  Income  attributable 
primarily  to  services.  Except  as  other¬ 
wise  provided  by  Federal  statute  (see 
paragraphs  (h),  (i),  and  (j)  of  §301.- 
6362-7),  wage  Income  and  other  busi¬ 
ness  Income  (net  earnings  from  self- 
employment  or  distributive  shares) 
which  is  attributable  more  to  services 
performed  by  the  taxpayer  than  to  a 
capital  investment  of  the  taxpayer  shall 
be  considered  to  have  been  derived  from 
sources  within  a  State  only  If  the  serv¬ 
ices  of  the  taxpayer  which  gives  rise  to 
the  Income  are  performed  in  such  State. 
If  for  a  taxable  year  only  a  portion  of 
the  taxpayer’s  services  giving  rise  to 
the  income  from  one  employment,  trade, 
or  business  is  performed  within  a  State, 
then  it  shall  be  presumed  that  the 
amount  of  income  frimi  such  employ¬ 
ment,  trade,  or  business  which  is  derived 
from  sources  within  that  State  equals 
that  portion  of  the  total  Income  derived 
from  such  emplojrment,  trade,  or  busi¬ 
ness  for  the  year  which  the  amount  of 
time  spent  by  the  taxpayer  for  such  year 
performing  services  with  respect  to  that 
employment,  trade,  or  business  in  that 
State  bears  to  the  aggregate  amount  of 
time  spent  by  the  taxpayer  for  such  year 
performing  all  of  such  services.  How¬ 
ever,  the  presumption  stated  in  the  pre¬ 
ceding  sentence  may  be  rebutted  in  the 
event  that  the  taxpayer  proves,  by  use 
of  detailed  records,  that  the  correct  al¬ 
location  of  his  income  is  otherwise. 

(2)  Income  attributable  primarily  to 
investment.  Except  as  otherwise  pro¬ 
vided  by  Federal  statute  (see  paragraph 
(j)  of  §  301.6362-7),  business  income 
(net  earnings  frexn  self-employment  or 
distributive  shares)  which  is  attrib¬ 
utable  more  to  a  capital  Investment  of 
the  taxpayer  than  to  services  performed 
by  the  taxpayer  shall  be  considered  to 
have  been  derived  from  sources  within 
the  State,  if  any,  in  which  the  signifi¬ 
cant  activities  of  the  trade  or  business 
are  conducted.  If  for  -the  taxable  year 
only  a  portion  of  the  significant  activ¬ 
ities  conducted  with  respect  to  one 
trade  or  business  is  conducted  within  a 
certain  State,  then  the  portion  of  -the 
taxpayer’s  total  income  fox  the  year 
from  such  trade  or  business  which  is 
considered  to  be  derived  from  sources 
within  that  State  shall  be  computed  as 
follows: 

(i)  Allocation  by  records.  The  portion 
of  the  taxpayer’s  total  income  from  the 
trade  or  business  which  is  considered  to 
be  derived  from  sources  within  the 
State  shall  be  the  portion  which  is  allo¬ 
cable  to  such  sources  according  to  the 
records  of  the  taxpayer  or  of  the  part- 
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nershlp,  trust,  estate,  or  electing  small 
business  corporation  from  which  his  ln> 
come  is  derived,  provided  that  the  tax¬ 
payer  establishes  to  the  satisfacticm  of 
the  district  director,  when  requested  to 
do  so,  that  those  records  fairly  and  equi¬ 
tably  reflect  the  Income  which  is  alloca¬ 
ble  to  sources  within  the  State.  An  allo¬ 
cation  made  pursuant  to  this  subdivision 
shall  be  based  on  the  location  of  the 
significant  activities  of  the  trade  or  busi¬ 
ness,  and  not  on  the  location  at  which 
the  taxpayer’s  personal  services  are 
performed. 

(ii)  Allocation  by  formula.  If  the  tax¬ 
payer  (or  the  trade  or  business)  does  not 
keep  records  meeting  the  requirements 
of  subdivision  (i)  of  this  subparagraph, 
or  if  the  taxpayer  fails  to  meet  the  bur¬ 
den  of  proof  set  forth  therein,  then  the 
amount  of  the  taxpayer’s  Income  from 
the  trade  or  business  which  is  consid¬ 
ered  to  be  derived  from  sources  within 
the  State  shall  be  determined  by  multi¬ 
plying  the  total  of  his  income  (as  defined 
In  paragraphs  (c)  (2)  and  (3)  of  this 
section)  from  the  trade  or  business  for 
the  taxable  year  by  the  percentage 
which  is  the  average  of  these  three  per¬ 
centages: 

(A)  Property  percentage.  The  percent¬ 
age  computed  by  dividing  the  average 
of  the  value,  at  the  beginning  and  end 
of  the  taxable  year,  of  real  and  tangible 
personal  property  connected  with  the 
taxpayer’s  trade  or  business  and  located 
within  the  State,  by  the  average  of  the 
value,  at  the  beginning  and  end  of  the 
taxable  year,  of  all  such  property  lo¬ 
cated  both  within  and  without  the  State. 
For  this  purix>se,  real  property  shall  in¬ 
clude  real  property  rented  to  the  tax¬ 
payer  in  connection  with  the  trade  or 
business,  or  rented  to  the  trade  or  busi¬ 
ness. 

(B)  Payroll  percentage.  The  percent¬ 
age  computed  by  dividing  the  total  wages, 
salaries,  and  other  compensation  for  per¬ 
sonal  services  which  is  paid  or  incurred 
during  the  taxable  year  to  employees  in 
connection  with  the  taxpayer’s  trade  or 
business,  and  which  woidd  be  treated  as 
derived  by  such  employees  from  sources 
within  the  State  pursuant  to  subpara¬ 
graph  (1)  of  this  paragraph,  by  the 
totsil  of  all  such  wages,  salaries,  and 
other  compensation  for  personal  services 
which  is  so  paid  or  incurred  without  re¬ 
gard  to  whether  such  payments  would  be 
treated  as  derived  by  the  employees  from 
sources  within  the  State,  l^r  purposes 
of  this  subdivision  (ii) ,  no  amoimt  paid 
as  deferred  compensation  pursuant  to 
a  retirement  plan  to  a  former  employee 
shall  be  taken  into  consideration. 

(C)  Gross  income  percentage.  The 
percentage  computed  by  dividing  the 
gross  sales  or  charges  for  services  per¬ 
formed  by  or  through  an  agency  located 
within  the  State  by  the  total  of  all  gross 
sales  or  charges  for  services  performed 
both  within  and  without  the  State.  The 
sales  or  charges  to  be  allocated  to  the 
State  shall  include  afl  sales  which  are  ne¬ 
gotiated,  and  charges  which  are  for  serv¬ 
ices  performed,  by  an  employee,  agent, 
agency,  or  independent  contractor  chiefly 


situated  at.  or  working  principally  out 
of  an  office  located  within,  the  State. 

(3)  Income  attributable  to  real  estate 
investment.  Notwithstanding  subpara¬ 
graph  (2)  of  this  paragraph,  income  and 
deductions  from  toe  rental  of  real  prop¬ 
erty,  and  gain  and  loss  from  the  sale, 
exchange,  or  other  disposition  of  real 
property,  shall  not  be  subject  to  alloca¬ 
tion  under  subparagraph  (2),  but  shall 
be  considered  as  entirely  derived  from 
sources  located  within  the  State  in  which 
such  property  is  located. 

(4)  Treatment  of  losses.  A  loss  attrib¬ 
utable  to  toe  taxpayer’s  employment,  or 
to  his  conduct  of,  participation  in,  or 
investment  in  a  trade  or  business,  shall 
be  allocated  in  toe  same  manner  as  the 
Income  attributable  to  such  employment 
or  trade  or  business  would  be  allocated 
pursuant  to  this  paragraph. 

(5)  Examples.  The  application  of  this 
paragraph  may  be  illustrated  by  the  fol¬ 
lowing  examples : 

Example  (1).  A,  an  employee  who  earns 
$10,000  In  wage  income  attributable  to  serv¬ 
ices,  and  who  has  no  other  wage  or  other 
business  Income,  spends  60  percent  of  his 
working  time  performing  services  for  his  em¬ 
ployer  In  State  X,  30  percent  in  State  Y,  and 
10  percent  In  State  Z.  In  the  absence  of  the 
requisite  proof  to  the  contrary,  A’s  wage  In¬ 
come  Is  considered  to  have  been  derived  60 
percent  from  sources  located  within  State  X, 
30  percent  within  State  T,  and  10  percent 
within  State  Z.  Assuming  that  A  is  a  non¬ 
resident  with  respect  to  all  three  States,  and 
that  they  all  impose  qualifled  nonresident 
taxes,  then  the  qualified  nonresident  tax  of 
State  X  is  imposed  on  $6,000,  the  qualified 
nonresident  tax  of  State  Y  Is  Imposed  on 
$3,000,  and  the  qualified  nonresident  tax  of 
State  Z  Is  not  Imposed  on  any  of  the  Income 
because  A  did  not  derive  at  least  25  percent 
of  bis  wage  and  other  business  Income  from 
sources  located  within  State  Z. 

Example  (2) .  B,  who  earns  no  wage  Income 
but  who  has  a  total  of  $10,000  of  other  busi¬ 
ness  Income  for  the  taxable  year,  all  of  which 
Is  net  Income  from  self-employment  at¬ 
tributable  primarily  to  services,  spends  45 
percent  of  his  working  time  performing  serv¬ 
ices  in  State  X,  30  percent  In  State  Y,  and  25 
percent  in  State  Z.  However,  the  rates  that  B 
is  able  to  charge  for  his  services  and  the  busi¬ 
ness  expenses  which  he  Incurs  vcury  In  the 
different  States,  and  he  is  able  to  prove  by 
detailed  records  that  his  net  income  frcxn 
self-employment  was  In  fact  derived  50  per¬ 
cent  from  sources  located  within  State  X, 
35  percent  from  sources  located  within  State 
Y,  and  15  percent  from  sources  located  with¬ 
in  State  Z.  Assuming  that  B  Is  a  nonresident 
with  respect  to  all  three  States,  and  that  they 
all  impose  qualified  nomesident  taxes,  then 
the  qualified  nonresident  tax  of  State  X  Is 
Imposed  on  $5,000,  the  qualified  nonresident 
tax  of  State  Y  Is  imposed  on  $3,500,  and  the 
qualified  nonresident  tax  of  State  Z  Is  not 
imposed  on  any  of  the  income  because  B  did 
not  derive  at  least  25  percent  of  his  wage  and 
other  business  Income  from  sources  located 
within  State  Z. 

Example  (3).  C  is  a  partner  in  a  profitable 
business  concern,  in  which  he  has  a  substsm- 
tial  capital  investment.  His  net  earnings  from 
self-employment  attributable  to  his  partner¬ 
ship  Interest  are  $75,000  for  the  taxable  year. 
The  fair  market  value  of  the  services  which 
C  performs  for  the  partnership  during  the 
taxable  year  is  $30,000.  C’s  Income  is  there¬ 
fore  attributable  primarily  to  his  capita  in¬ 
vestment.  The  partnership  business  is  carried 
on  partially  within  and  partially  without 
State  X.  Neither  C  nor  the  partnership  main¬ 


tains  records  frmn  which  the  portion  of  C’B 
$75,000  income  which  is  considered  to  be  de¬ 
rived  from  sources  within  State  X  can  be 
satisfactorily  proven.  As  determined  under 
subparagraph  (2)  of  this  paragr^h,  the 
partnership’s  "property  percentage"  in  State 
X  is  70,  its  “payroll  percentage”  therein  is  60. 
and  its  "gross  income  percentage"  therein  is 
56.  The  amount  of  C’s  partnership  Income 
considered  to  be  derived  from  sources  within 
State  X  is  $46,500  ($75,000X62  percent).  ’This 
result  would  obtain  even  if  C’s  services  for 
the  partnership  are  performed  entirely 
within  State  X. 

Example  (4).  Assume  the  same  facts  as  in 
(3),  except  that  the  records  of  the  partner¬ 
ship  of  which  C  is  a  member  indicate  that 
the  net  profits  of  the  partnership  are  derived 
40  percent  from  business  activities  conducted 
In  State  X,  and  60  percent  from  business  ac¬ 
tivities  conducted  in  State  Y.  C  is  requested 
to  prove  that  those  records  fairly  and  equi¬ 
tably  reflect  the  income  which  Is  allocable  to 
sources  within  State  X.  ’The  documentary  ev¬ 
idence  which  he  adduces  in  support  of  the 
allocation  made  by  the  records  shows  bow 
such  allocation  results  from  a  careful  step- 
by-step  tracing  of  the  profitability  of  each 
phase  and  aspect  of  the  partnership’s  opera¬ 
tions,  and  shows  the  State  In  which  each 
such  phase  and  aspect  of  the  operations  is 
conducted.  C’s  proof  is  satisfactory  to  show 
the  percentage  allocation,  and  the  amount 
of  his  partnership  income  considered  to  be 
derived  from  sources  within  State  X  is  $30,- 
000,  or  $75,000  multiplied  by  40  percent.  This 
result  would  obtain  even  If  B’s  services  for 
the  partnership  are  performed  entirely 
within  State  X. 

§  301.6362—6  Rcquironienis  relating  to 
residence. 

(a)  In  general.  A  tax  Imposed  by  a 
State  meets  toe  requirements  of  section 
6362(e)  and  this  section  if  in  effect  it 
provides  that: 

(1)  The  State  of  residence  of  an  indi¬ 
vidual,  estate,  or  trust  is  determined  ac¬ 
cording  to  paragraphs  (1),  (2),  or  (3), 
respectively,  of  section  6362(e),  and  ac¬ 
cording  to  paragraphs  (b),  (c),  or  (d), 
respectively,  of  this  section. 

(2)  'The  liability  for  a  resident  tax  im¬ 
posed  by  such  State  upon  an  individual 
or  trust  which  changes  residence  to  an¬ 
other  State  in  toe  taxable  year  is  deter¬ 
mined  according  to  section  6362  (e)  (4) 
and  paragraph  (e)  of  this  section. 

(3)  The  rules  relating  to  current  col¬ 
lection  of  tax  apply  as  provided  in  sec¬ 
tion  6362(e)  (5)  and  paragraph  (f)  of 
this  section. 

(b)  Residence  of  an  individual. — (1) 
In  general.  Except  as  otherwise  provided 
in  subparagraph  (5)  of  this  paragraph, 
an  individual  is  treated  as  a  resident  of 
a  State  with  respect  to  a  taxable  year 
only  if: 

(i)  His  priacipal  place  of  residence  (as  de¬ 
fined  in  subparkgraph  (2)  of  this  paragraph) 
is  within  such  State  for  a  period  of  at  least 
135  consecutive  days,  at  least  30  da3rs  of 
which  are  in  such  taxable  year;  or 

(ii)  In  the  case  of  a  citizen  or  resident  of 
the  United  States  who  is  not  a  resident  of 
any  State  (determined  as  provided  in  sub¬ 
division  (1)  of  this  subparagraph)  with  re¬ 
spect  to  such  taxable  year,  bis  domicile  (as 
defined  in  subparagraph  (3)  of  this  para¬ 
graph)  is  in  such  State  for  at  least  30  days 
during  such  taxable  year. 

With  respect  to  an  individual  who  Is  a 
resident  (determined  as  provided  In  sub- 
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divlskm  (U  of  this  subparagraph)  of 
more  than  (me  State  during  a  taxalde 
year,  see  paragnmh  <e)  of  this  sectlco. 

(2)  Principal  place  of  residence — (1) 
Definition. — For  purposes  of  subpara¬ 
graph  (l)(i)  of  this  paragraph  and 
and  paragraph  (d)  (4)  of  this  section, 
the  term  “principal  place  of  residence” 
shall  mean  the  place  which  is  an  indi¬ 
vidual's  primary  home.  An  individual’s 
temporary  absence  from  his  primary 
home  shall  not  affect  a  change  with 
respect  thereto.  On  the  other  hand,  if  an 
Individual  moves  to  another  State,  other 
than  as  a  mere  transient  or  sojourner, 
he  shall  be  treated  as  having  changed 
the  location  of  his  primary  home. 

<ii)  Examples.  Ihe  iu>Plicati(m  of  this 
subparagraph  may  be  illustrated  by  the 
following  examples: 

Example  (i)  A  has  a  city  home  and  a 
country  home.  He  resides  in  the  city  home 
for  7  months  of  the  year  and  uses  the  address 
of  that  home  as  bis  legal  residence  for  pur¬ 
poses  of  driver’s  license,  automobile  regis¬ 
tration,  and  voter  registration.  He  resides  in 
the  country  home  5  months  of  the  year.  His 
city  home  is  considered  his  principal  place 
of  residence. 

Example  (2).  During  the  taxable  year,  B, 
a  construction  worker.  Is  employed  at  sev¬ 
eral  different  locations  in  different  States. 
ITie  duration  of  each  Job  on  which  he  Is  em¬ 
ployed  ranges  from  a  few  vreeks  to  several 
months,  and  he  knows  when  he  accepts  a  Job 
what  its  approximate  duration  will  be.  He 
owns  a  house  in  State  X  which  he  uses  as 
his  legal  residence  for  purposes  of  driver’s 
license,  automobile  registration,  and  voter 
registration.  In  addition,  his  family  lives 
there  during  the  entire  year,  and  B  lives 
there  during  periods  between  Jobs.  However, 
the  duration  of  the  Jobs  and  the  distance 
between  the  Job-sites  and  bis  bouse  require 
him  to  live  In  the  localities  of  the  respective 
Job-sites  during  the  period  of  his  employ¬ 
ment,  although  occasionally  he  returns  to 
bis  bouse  in  State  X  on  weekends.  B’s  house 
In  State  X  is  his  principal  place  of  residence 
during  all -of  the  taxable  yeu. 

Example  (3).  C,  a  dependent  of  his  parents 
who  are  residents  of  State  X,  Is  a  full-time 
student  In  a  4-ycar  degree  program  at  a  col¬ 
lege  In  State  Y.  During  the  9-month  aca¬ 
demic  year,  C  lives  on  the  college  campus, 
but  he  returns  to  bis  parents'  honoe  in  State 
X  for  the  summer  recess.  C  gives  State  Y 
as  bis  residence  for  purposes  of  bis  driver’s 
license  and  voter  registration,  but  lists  the 
address  of  his  parents'  home  In  State  X  as 
his  "permanent  address’*  on  the  records  of 
the  college  which  he  attends.  Although  Cs 
domicile  remains  at  his  parents  home  In 
State  X,  his  presence  In  State  Y  cannot  be 
regarded  as  that  of  a  mere  transient  or  so- 
Joiirner;  accordingly,  C’s  principal  place  of 
residence  is  In  State  Y  for  that  portion  of 
the  taxable  year  during  which  he  attends 
college. 

Example  (4).  D  loses  his  Job  in  State  X, 
where  he  lived  and  worked  for  many  years. 
Alter  a  series  of  unsuccessful  atempts  to 
find  other  employment  In  State  X,  he  ac¬ 
cepts  a  Job  In  State  Y.  D  gives  up  his  apart¬ 
ment  in  State  X  and  moves  to  State  Y  upon 
commencing  his  new  Job;  however,  he  In¬ 
tends  to  continue  to  explore  available  em¬ 
ployment  opportunities  In  State  X  so  that 
he  may  return  there  as  soon  as  any  oppenr- 
tunlty  to  do  so  arises.  D  changes  bis  principal 
place  of  residence  when  be  moves  to  State  Y. 

(3)  Domicile  defined.  For  purposes  of 
subparagn^ih  (1)  (U)  of  this  paragraph 
and  paragraph  (d)  (4)  of  this  section,  the 


term  "domicile”  shall  mefin  an  Individ¬ 
ual's  fixed  or  peimanoit  home.  An  in¬ 
dividual  acciuires  a  domicile  In  a  place  by 
living  there;  even  for  a  brief  pei^  of 
time,  with  no  definite  present  Intention 
of  later  removing  therefrom.  Residence 
without  the  requisite  Intention  to  remain 
indefinitely  will  not  suffice  to  change 
d(Hnlcile,  nor  will  Intention  to  change 
domicile  effect  such  a  change  until  ac¬ 
companied  by  actual  removal.  A  domicile, 
once  acquired,  is  maintained  until  a  new 
domicile  is  acquired. 

(4)  Period  of  residence — (1)  General 
rule.  An  individual  who  becomes  a  resi¬ 
dent  of  a  State  pursuant  to  subparagraph 
(1)  of  this  paragraph,  or  who  is  at  the 
boginning  of  a  taxable  year  a  resident  of 
a  State  pursuant  to  such  provision,  shall 
be  treated  as  continuing  to  be  a  resident 
of  such  State  through  the  end  of  the  tax¬ 
able  year,  unless,  prior  thereto,  such  in¬ 
dividual  becomes  a  resident,  \mder  the 
principles  of  subparagraph  (1),  of  an¬ 
other  State  or  a  possession  or  foreign 
country.  In  the  event  that  the  individual 
beciHnes  a  resident  of  such  another  Juris¬ 
diction  prior  to  the  end  of  the  taxable 
year,  his  residence  in  such  State  shall  be 
treated  as  ending  on  the  day  prior  to  the 
day  on  which  he  becomes  a  resident  of 
such  other  jurisdiction  pursuant  to  sub- 
paragraiffi  (1). 

(li)  Examples.  The  application  of  this 
subparagraph  may  be  Illustrated  by  the 
following  examples: 

Example  (2).  A,  a  calendar-year  taxpayer, 
has  his  principal  place  of  residence  In  State 
X  from  the  beginning  of  1970  through  August 
1,  1976,  when  he  gives  up  permanently  such 
principal  place  of  residence.  He  spends  the 
remainder  of  1976  traveling  outside  of  the 
United  States,  but  does  not  become  a 
resident  of  any  other  country.  A  is  considered 
to  be  a  resident  of  State  X  for  the  entire 
year  1976. 

Example  (2) .  Assume  the  same  facts  as  in 
example  (1),  except  that  A  ceases  his  travel¬ 
ing  and  establishes  his  prlncli>al  place  of 
residence  in  State  Y  on  November  IS,  1976. 
Assiune,  also,  that  A  maintains  that  principal 
place  of  residence  for  more  than  135  consecu¬ 
tive  days.  Under  these  circumstances,  for  his 
taxable  year  1976,  A  is  considered  to  be  a 
resident  of  State  X  from  January  1  through 
November  14,  and  a  resident  of  State  Y  from 
November  18  through  December  31. 

(5)  Special  rules,  (i)  No  provision  of 
subchapter  E  or  the  regulations  there¬ 
under  shall  be  constn^d  to  require  or 
authorize  the  treatment  of  a  Senator, 
Representative,  Delegate,  or  Resident 
Commissioner  as  a  resid^t  of  a  State 
other  than  the  State  which  he  represents 
in  Ckmgress. 

<il)  For  special  rules  relating  to  mem¬ 
bers  of  the  Armed  Forces,  see  paragraph 
(h)  of  S  301.6362-7. 

( 6)  Examples.  Tlie  application  of  this 
paragraph  may  be  illustrated  by  the  fol¬ 
lowing  examples: 

Example  (2).  A,  a  calendar-year  taxpayer, 
maintains  his  principal  place  of  residence  in 
State  X  from  December  1,  1976,  through 
AprU  15,  1977.  Assuming  that  A  was  not  a 
resident  of  any  other  Jurisdiction  at  any 
time  during  1976,  A  is  treated  as  a  resident 
of  State  X  for  the  entire  year  1976.  Such 
result  would  obtain  even  If  A  was  absent 
from  State  X  on  vacation  for  some  portion 


of  December  1976  Moreover,  such  result 
would  obtain  even  if  it  is  assumed  that  A 
was  a  domlcUiary  of  State  Y  from  January  1, 
1976,  through  AprU  15, 1977,  because  an  Indi¬ 
vidual’s  domicile  does  not  determine  his 
residence  so  long  ae  residence  in  one  State 
for  the  taxable  year  can  be  determined  from 
the  general  rule  stated  in  the  first  sentence 
of  paragraph  (b)(1)  of  this  section. 

Example  (2).  Assume  the  same  facts  as  In 
example  (1)  (Including  the  fact  of  A’s  domi¬ 
cile  in  State  Y),  except  that  A  maintained 
his  principal  place  of  residence  In  State  Z 
from  September  15,  1975,  through  January 
31,  1976,  inclusive.  With  respect  to  the  year 
1976,  A  Is  treated  as  a  resident  of  State  Z 
from  January  l  through  November  30,  and 
as  a  resident  of  State  X  from  December  1 
through  December  31.  A’s  liability  for  the 
qualified  taxes  of  the  respective  States  for 
1976  shall  be  determined  pursuant  to  the 
provisions  in  paragraph  (e)  of  this  section. 

(c)  Residence  of  an  estate.  An  estate 
of  an  individual  is  treated  as  a  resident 
of  the  last  State  of  which  such  individual 
was  a  resident,  as  determined  under  the 
rules  of  paragraph  (b)  of  this  section, 
prior  to  his  dea^.  However,  the  estate 
of  an  individual  who  was  not  a  resident 
of  any  State  (as  determined  without  re¬ 
gard  to  the  30-day  requirement  in  para¬ 
graph  (b)(1)  of  this  section)  immedi¬ 
ately  prior  to  his  death,  and  who  was  not 
a  resident  of  any  State  at  any  time  dur¬ 
ing  the  3-year  period  ending  on  the  date 
of  his  death,  is  not  treated  as  a  resident 
of  any  State.  For  purposes  of  determin¬ 
ing  the  decedent’s  last  State  of  residence, 
the  rules  of  paragraph  (b)  shall  be  ap¬ 
plied  irrespective  of  whether  subchapter 
E  was  In  effect  at  the  time  the  period  of 
135  consecutive  days  of  residence  began, 
or  whether  the  decedent’s  last  State  of 
residence  is  a  State  electing  to  enter  into 
an  agreement  pursuant  to  subchapter  E. 
Hie  determination  of  the  State  of  resi¬ 
dence  of  an  estate  pursuant  to  this  para¬ 
graph  shall  not  be  governed  by  any  de¬ 
termination  under  State  law  as  to  which 
State  is  treated  as  the  residence  or  domi¬ 
cile  of  the  decedent  for  purposes  o^er 
than  its  IndividuM  income  tax  (such  as 
liability  for  State  inheritance  tax  or  ju¬ 
risdiction  of  probate  proceedings). 

(d)  Residence  of  a  trust — <1)  In  gen¬ 
eral.  (i)  The  State  of  residence  of  a  trust 
shall  be  determined  by  reference  to  the 
circumstances  of  the  individual  who,  by 
either  aiv  inter-vivos  transfer  (»’  a  testa¬ 
mentary  transfer,  is  deemed  to  be  the 
“m’incipal  contributor”  to  the  trust  im- 
der  the  provisions  of  subdivision  (ii)  oi 
this  subparagraph. 

(11)  If  (mly  one  individual  has  ever 
contributed  assets  to  the  trust,  including 
the  assets  which  were  transferred  to  the 
trust  at  its  inceptkm,  then  such  individ¬ 
ual  is  the  principal  contributor  to  the 
trust.  However,  if  on  any  day  subsequent 
to  the  initial  creation  of  the  trust,  such 
trust  receives  assets  having  a  value 
greater  than  the  aggregate  value  of  all 
assets  theretofore  cemtributed  to  it,  then 
the  trust  shall  be  deemed  (for  the  lim¬ 
ited  purpose  of  determining  the  State  of 
residence)  to  have  been  “created”  anew, 
and  the  Individual  who  on  the  day  of 
such  creation  contributed  more  (in  val¬ 
ue)  than  any  other  individual  contrib¬ 
uted  on  that  day  shall  bectxne  the  prin- 
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cipal  contributor  to  the  trust.  When  a 
tr\ist  is  created  anew,  all  references  In 
this  paragraph  to  the  creation  of  Uie 
trmt  shall  be  construed  as  referring  to 
the  most  recent  creation.  For  purposes  of 
this  paragraph,  the  value  of  any  asset 
shall  be  its  fair  market  value  on  the  day 
that  it  was  contributed  to  the  trust;  any 
subsequent  appreciation  or  depreciation 
in  the  value  of  the  asset  shall  be  disre¬ 
garded. 

(2)  Testamentary  trust.  A  trust  with 
respect  to  which  a  deceased  individual 
is  the  principal  contributor  by  reason 
of  proiierty  passing  on  his  death  is 
treated  as  a  resident  of  the  last  State  of 
which  such  individual  was  a  resident, 
as  determined  under  the  rules  of  para¬ 
graph  (b)  of  this  section,  before  his 
death.  However,  if  such  deceased  in¬ 
dividual  was  not  a  resident  of  any  State 
(as  determined  without  regard  to  the  30- 
day  requirement  in  paragraph  (b)  (1)  of 
tliis  section)  immediately  prior  to  his 
death,  and  was  not  a  resident  of  any 
State  at  any  time  during  the  3-year 
period  ending  on  the  date  of  his  death, 
then  a  testamentary  trust  of  which  he 
is  the  principal  contributor  by  reason 
of  property  passing  on  his  death  is  not 
treatd  as  a  resident  of  any  State.  AH 
property  passing  on  the  transferor’s 
death  is  treated  for  this  purpose  as  a 
contribution  made  to  the  trust  on  the 
date  of  death,  regardless  of  when  the 
proijerty  is  actually  paid  over  to  the 
trust. 

(3)  Nontestamentary  trust.  A  trust 
which  is  not  a  trust  described  in  sub- 
paragraph  (2)  of  this  paragraph  is 
treated  as  a  resident  of  the  State  in 
which  the  principal  contributor  to  the 
trust,  during  the  3-year  period  ending 
on  the  date  of  the  creation  of  the  trust, 
had  his  principal  place  of  residence  for 
an  aggregate  number  of  days  longer  than 
the  aggregate  number  of  days  he  had  his 
principal  place  of  residence  in  any  other 
State.  However,  if  the  principal  contribu¬ 
tor  to  such  a  trust  was  not  a  resident 
of  any  State  at  any  time  during  such  3- 
year  period,  then  the  trust  is  not  treated 
as  a  resident  of  any  State. 

(4)  Special  rules.  If  the  application  of 
the  provisions  of  the  foregoing  subpara¬ 
graphs  of  this  paragraph  results  in  a  de¬ 
termination  of  more  than  one  State  of 
residence  for  a  trust,  or  does  not  pro¬ 
vide  a  rule  by  which  the  residence  or 
nonresidence  of  the  trust  can  be  deter¬ 
mined,  then  the  determination  of  the 
State  of  residence  of  such  trust  shall 
be  made  according  to  the  rules  of  the 
applicable  subdivision  of  this  subpara¬ 
graph. 

(i)  If,  at  the  time  of  creation  of  the 
trust,  50  percent  or  more  in  value  of  the 
trust  corpus  consists  of  real  property, 
then  the  trust  shall  be  treated  as  a  resi¬ 
dent  of  the  State  in  which  more  of  the 
real  property  (in  value)  which  was  in 
the  trust  at  such  time  was  located  than 
any  other  State. 

(ii)  If.  at  the  time  of  creation  of  the 
trust,  less  than  50  percent  in  value  of 
the  trust  corpus,  consists  of  real  prop¬ 
erty,  then  the  tnist  shall  be  treated  as 
a  resident  of  the  State  in  which,  at  such 


time,  the  trustee,  if  any  individual,  had 
his  principal  place  of  residence,  or.  iX  a 
corporation,  had  its  principal  place  of 
business.  If  there  were  two  or  more 
tnistees,  then  the  foregoing  sentence 
shall  be  applied  by  reference  to  the  prin¬ 
cipal  places  of  residence,  or  of  business, 
of  the  majority  of  trustees  who  had  au¬ 
thority  to  make  Investment  and  other 
management  decisions  for  the  trust. 

(lii)  If,  after  appUcation  of  the  provi¬ 
sions  of  subdivisions  (i)  and  (li)  of  this 
subparagraph,  the  State  of  residen<^  of 
the  trust  still  cannot  be  ascertained,  then 
the  Conunlssloner  of  Internal  Revenue 
shall  determine  the  State  of  residence 
of  such  trust  for  purposes  of  qualified 
taxes.  Such  determination  shall  be  made 
by  reference  to  the  number  of  significant 
contacts  each  State  had  with  the  trust 
at  the  time  of  its  creation.  Significant 
contacts  shall  include  the  principal  place 
of  residence  of  the  principal  contributor 
or  contributors  to  the  trust,  the  princi¬ 
pal  place  of  residence  or  business  of  the 
trustee  (or  trustees),  the  situs  of  the 
assets  of  which  the  trust  corpus  was 
composed,  and  the  location  from  which 
management  decisions  emanated  with 
respect  to  the  business  and  investment 
Interests  of  the  trusts. 

(5)  Examples.  Ihe  application  of  this 
paragraph  may  be  illustrated  by  the  fol¬ 
lowing  examples: 

Example  {!).  A  created  a  trust  in  1950 
by  transferring  to  it  certain  stock  In  a 
corporation.  At  the  time  of  such  transfer, 
the  stock  had  a  fair  market  value  of  $1,000. 
A  at  8U1  relevant  times  had  his  principal 
place  of  residence  in  State  X,  and  accord¬ 
ingly  the  trust  is  treated  as  a  resident  of 
such  State  for  qualified  tax  purposes.  As  of 
Jcmuary  1,  1977,  the  stock  originally  con¬ 
tributed  by  A,  which  was  at  all  times  the 
only  property  In  the  trust,  has  a  fair  mar¬ 
ket  value  of  $3,000.  On  such  date,  B,  who  has 
had  his  principal  place  of  residence  in  State 

Y  for  more  than  3  years,  contributes  to  the 
trust  property  having  a  fair  market  value  of 
$1,200.  For  purposes  of  determining  the  iden¬ 
tity  of  the  principal  contributor  to  the  trust 
and  the  State  of  residence  of  the  trust,  the 
stock  contributed  by  A  in  1950  continues  to 
be  valued  for  such  purposes  at  $1,000.  Thus, 
the  trust  is  treated  as  being  created  anew  on 
January  1,  1977,  with  B  as  the  principal  con¬ 
tributor,  and  with  State  Y  as  its  State  of 
residence. 

Example  (2).  C  has  his  principal  place  of 
residence  in  State  X  continuously  for  many 
years,  until  Aug^t  1,  1978  when  he  estab¬ 
lishes  his  principal  place  of  residence  in 
State  Y.  The  change  of  residence  is  Intended 
to  be  permanent,  and  C  has  no  further  con¬ 
tact  with  State  X  after  such  change.  On  Jan¬ 
uary  1,  1980,  C  creates  a  nontestamentary 
trust.  During  the  3-year  period  ending  on 
such  date  C  had  his  principal  place  of  resi¬ 
dence  in  State  X  for  576  days,  and  in  State 

Y  for  519  days.  Therefore,  the  trust  is  treated 
as  a  resident  of  State  X, 

(e)  Liability  for  tax  on  change  of  resi¬ 
dence  during  taxable  year — (1)  In  gen¬ 
eral.  If,  under  the  principles  contained 
in  paragraph  (b)  or  (d)  of  this  section, 
an  individual  or  trust  becomes  a  resident, 
or  ceases  to  be  a  resident,  of  a  State,  and 
is  also  a  resident  of  another  jurisdiction 
outside  of  such  3tate  during  tlie  same 
taxable  year,  the  liability  of  such  in¬ 
dividual  or  trust  for  the  resident  tax  of 


such  State  shall  be  determined  by  multi¬ 
plying  the  amount  which  would  be  his  or 
its  liability  for  tax  (computed  after  al¬ 
lowing  the  nonrefundable  credits  (i.e., 
credits  not  corresponding  to  the  credits 
referred  to  in  section  6401  (b)  available 
against  the  tax) )  if  he  or  it  had  been  a 
resident  of  such  State  for  the  entire  tax¬ 
able  year  by  a  fraction,  the  numerator  of 
which  is  the  number  of  days  he  or  it  was 
a  resident  of  such  State  during  the  tax¬ 
able  year,  and  the  denominator  of  which 
is  the  total  number  of  days  in  the  taxable 
year.  The  preceding  sentence  shall  not 
apply  by  reason  of  the  fact  that  an  in- 
dMdual  is  bom  or  dies  during  the  tax¬ 
able  year,  or  by  reason  of  the  fact  that  a 
trust  comes  into  existence  or  ceases  to 
exist  during  the  taxable  year. 

(2)  Residence  determined  by  domicile. 
When  an  individual  is  treated  as  a  resi¬ 
dent  of  a  State  by  reason  of  being  dom¬ 
iciled  in  such  State,  pursuant  to  para¬ 
graph  (b)  (1)  (il)  of  ^Is  section,  then  the 
numerator  of  the  fraction  provided  in 
subparagraph  (1)  of  this  paragraph 
shall  be  the  number  of  days  thfe  individ¬ 
ual  was  domiciled  in  the  State  during  the 
taxable  year. 

(3)  Example.  The  application  of  this 
paragraph  may  be  illustrated  by  the  fol¬ 
lowing  example: 

Example.  A,  a  calendar-year  taxpayer.  Is  a 
resident  of  State  X  continuously  for  many 
years  prior  to  March  15,  1977.  On  such  date, 
A  retires  and  establishes  a  new  principal 
place  of  residence  In  State  Y.  A  earns  $6,000 
In  1977  prior  to  March  15.  but  receives  no 
taxable  Income  for  the  remainder  of  such 
year.  If  A  had  been  a  resident  of  State  X  for 
the  entire  taxable  year  1977,  his  liability  with 
respect  to  the  qualified  tax  of  such  State 
(computed  after  allowing  the  nonrefundable 
credits  available  against  the  tax)  would  be 
$600.  If  be  had  been  a  resident  of  State  Y  for 
the  entire  taxable  year  1977,  his  liability  with 
respect  to  the  qualified  tax  on  that  State 
(computed  similarly)  would  be  $400.  Pur¬ 
suant  to  the  provisions  in  paragraph  (e)  of 
this  section,  A's  liabilities  for  State  qualified 
taxes  for  1977  are  as  follows: 

Llahility  for=$6(l0X~=$120 
tilate  X  tai 


Liability  for=tW0X^si=$320. 

State  Y  tax  ^ 

(f)  Current  collection  of  tax.  The 
State  tax  laws  shall  contain  provisions 
for  methods  of  current  collection  with 
respect  to  individuals  which  correspond 
to  the  provisions  of  the  Internal  Rev¬ 
enue  Code  of  1954  with  respect  to  such 
current  collection,  including  chapter  24 
(relating  to  the  collection  of  income  tax 
at  source  on  wages)  and  sections  6015, 
6073,  6153,  and  other  provisions  of  the 
Code  relating  to  declarations  (and 
amendments  thereto)  and  payments  of 
estimated  income  tax.  Except  as  other¬ 
wise  provided  by  Federal  statute  (see 
paragraphs  (h) ,  (1) ,  and  (j)  of  §  301.- 
6362-7),  in  applying  such  provisions  of 
the  State  tax  laws: 

(1)  In  the  case  of  a  resident  tax,  an 
individual  shall  be  subject  to  the  current 
collection  provisions  if  either — 

(i)  He  is  a  resident  of  the  State  with¬ 
in  the  meaning  of  paragrai^  (b)  of  this 
section,  or  •  ,  : :  ,  . 
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(li)  He  has  his  principal  place  of  resi¬ 
dence  (as  dehned  in  paragraph  (b)  (2) 
of  this  section)  within  the  State, 

and  It  is  reasonable  to  expect  him  to 
have  it  within  the  State  for  30  days  or 
more  during  the  taxable  year. 

(2)  In  the  case  of  a  nonresdient  tax, 
an  individual  shall  be  subject  to  the  cur¬ 
rent  collection  provisions  if  he  does  not 
meet  either  description  relating  to  an 
Individual  in  subparagraph  (1)  of  this 
paragraph,  if  he  is  not  exempt  from  lia¬ 
bility  for  the  tax  by  reason  of  a  recipr<x:al 
agreement  between  the  State  of  which  he 
Is  a  resident  and  the  State  imposing  the 
tax,  and  If  It  is  reasonable  to  expect  him 
to  receive  w’age  or  other  business  income 
derived  from  sources  within  the  State 
Imposing  the  tax  (as  defined  in  para¬ 
graph  (d)  of  s  301.6362-5)  for  services 
performed  on  30  days  or  more  of  the  tax¬ 
able  year. 

For  additional  rules  relating  to  with¬ 
holding  see  paragraph  (d)  of  S  301.- 
6361.1. 

§  301.6362—7  .Adfiilional  rcquir<-nirnls. 

A  State  tax  meets  the  additional  re¬ 
quirements  of  section  6362(f)  and  this 
section  only  if: 

(a)  State  agreement  must  be  in  effect 
for  period  concerned.  A  State  agreement, 
as  defined  in  paragraph  (a)  of  §  301.- 
6361-4,  is  in  effect  with  respect  to  such 
tax  for  the  taxable  period  in  question. 

(b)  State  laws  must  contain  certain 
provisions.  Under  the  laws  of  such  State, 
the  provisions  of  subchapter  E  and  the 
regulations  thereunder,  as  in  effect  from 
time  to  time,  are  applicable  for  the  en¬ 
tire  period  for  which  the  State  agreement 
Is  in  effect.  Any  change  made  by  the  State 
in  such  tax  (other  than  an  adjustment 
In  the  State  law  which  is  made  solely  in 
order  to  comply  with  a  change  in  the 
Federal  law  or  regulations)  shall  not 
apply  to  taxable  years  beginning  in  any 
calendar  year  for  which  the  State  agree¬ 
ment  is  in  effect  unless  the  change  is  en¬ 
acted  before  November  1  of  such  year. 

(c)  State  individual  income  tax  laws 
can  be  only  of  certain  kinds.  Such  State 
does  not  impose  any  tax  on  the  income 
of  individuals  other  than  (Da  qualified 
resident  tax,  and  (2)  either  or  both  a 
quahfied  nonresident  tax  and  a  separate 
tax  on  income  which  is  not  wage  and 
other  business  income  (as  defined  in 
paragraph  (c)  of  S  301.6362-5)  and 
which  is  received  or  accrued  by  individ¬ 
uals  who  are  domiciled  in  the  State,  but 
who  are  not  residents  of  the  State  (as 
defined  in  paragraph  (b)  of  §  301.6362- 
6).  For  purposes  of  this  paragraph,  a 
tax  imposed  on  the  amount  taxed  under 
section  56  (as  permitted  under 
i  301.6362-2  (b)  (2) )  shall  be  treated  as 
an  adjustment  to  and  a  part  of  the  quali¬ 
fied  resident  tax.  Also,  tax  laws  which 
were  in  effect  prior  to  the  effective  date 
of  a  State  agreement  and  which  are  not 
repealed,  but  which  are  made  in  appli¬ 
cable  for  the  period  diuing  which  the 
State  agreement  is  in  effect,  shall  be 
disregarded. 

)  (d)  Taxable  years  must  coincide.  The 

^taxable  years  of  all  individuals,  estates. 


and  trusts  under  such  tax  are  required 
to  coincide  with  their  taxable  years  used 
for  purposes  of  the  taxes  Imposed  by 
chaiHer  1.  Accordingly,  when  subchapter 
£  begins  to  apply  to  a  State,  a  taxpayer 
whose  taxable  year  for  purposes  of  the 
Federal  income  tax  is  different  from  his 
taxable  year  for  purposes  of  the  State 
income  tax  which  precedes  the  qualified 
tax  may  have  one  short  taxable  year  for 
purposes  of  such  State  income  tax,  so 
that  thereafter  his  taxable  years  for  pur¬ 
poses  of  the  qualified  tax  will  coincide 
W’ith  the  Federal  taxable  year. 

(e)  Married  individuals.  Individuals 
who  are  married  within  the  meaning  of 
section  143  of  the  Code  are  prohibited 
from  filing  (1)  a  joint  return  for  pur¬ 
poses  of  such  State  tax  if  they  file  sep¬ 
arate  Federal  inctune  tax  returns,  or  (2) 
separate  returns  for  purposes  of  such 
State  tax  if  they  file  a  joint  Federal  in¬ 
come  tax  return. 

(f)  Penalties;  no  double  jeopardy.  Un¬ 
der  the  laws  of  such  State: 

(1)  Civil  and  criminal  sanctions  iden¬ 
tical  to  those  provided  by  subtitle  F,  and 
by  title  18  of  the  United  States  Code  (re¬ 
lating  to  crimes  and  criminal  proce¬ 
dure)  ,  with  respect  to  the  taxes  imposed 
on  the  income  of  individuals  by  chap¬ 
ter  1  and  on  the  wages  of  individuals  by 
chapter  24,  apply  to  individuals  and  tlieir 
employers  who  are  subject  to  such  State 
tax  (and  the  collection  and  administra¬ 
tion  thereof,  including  the  correspond¬ 
ing  withholding  tax  imposed  to  imple¬ 
ment  the  current  collection  of  such  State 
tax)  as  if  such  tax  were  imposed  by 
chapter  1  (or  chapter  24,  in  the  case  of 
the  withholding  tax),  except  to  the  ex¬ 
tent  that  the  application  of  such  sanc¬ 
tions  is  modified  by  regulations  issued 
under  subchapter  E;  and 

(2)  No  other  sanctions  or  penalties  ap¬ 
ply  with  respect  to  any  act  or  omission 
to  act  in  respect  of  such  State  tax. 

See  also  paragraph  (e)  of  §  301.6361-1 
with  respect  to  criminal  penalties. 

(g)  Partnerships,  trusts,  subchapter  S 
corporations,  and  other  conduit  entities. 
Under  the  laws  of  such  State,  the  State 
tax  treatment  of — 

( 1 )  Partnerships  and  partners. 

(2)  Triists  and  their  beneficiaries, 

(3)  Estate  and  their  beneficiaries, 

(4)  Electing  small  business  corpora¬ 
tions  (Within  the  meaning  of  section 
1371(a) )  and  their  shareholders,  and 

(5)  Any  other  entity  and  the  individ¬ 
uals  having  beneficial  interests  therein 
(such  as  a  cooperative  corporation  and 
its  shareholders) ,  to  the  extent  that  such 
entity  is  treated  as  a  conduit  for  pur¬ 
poses  of  the  taxes  imposed  by  chapter  1, 
corresponds  to  the  tax  treatment  pro¬ 
vided  therefor  with  respect  to  the  taxes 
imposed  by  chs^ter  1.  For  example,  a 
subchapter  S  corporation  shall  not  be 
subject  to  the  State’s  corporate  income 
tax  on  amounts  which  are  includible  in 
shareholders’  incomes  which  are  subject 
to  that  State's  Individual  income  tax,  ex¬ 
cept  to  the  extent  that  the  subchapter  S 
corporation  is  subject  to  tax  xmder  Fed¬ 
eral  law.  Similarly,  a  partnership  shall 
not  be  subject  to  the  State’s  unincorpo¬ 


rated  business  income  tax  on  aniounts 
which  are  includible  in  partners’  incomes 
which  are  subject  to  that  State’s  individ¬ 
ual  income  tax.  However,  the  laws  of  the 
State  w'hich  set  forth  the  provisions  of 
such  State  individual  income  tax  shall 
authorize  the  Commissioner  of  Internal 
I^venue  to  require  that  the  conduit  en¬ 
tities  described  in  this  paragraph  <or 
some  of  them)  supply  information  to  the 
Federal  Government  with  respect  to  the 
source  of  income,  the  State  of  residence, 
or  the  amount  of  income  of  a  particular 
tyjje.  of  an  individual,  estate,  or  tru.st 
holding  a  beneficial  interest  in  such  con¬ 
duit  entity. 

(h)  Members  of  armed  forces.  The  re¬ 
lief  provided  to  any  member  of  the 
Armed  Forces  by  section  514  of  the  Sol¬ 
diers’  and  SaUors’  Civil  Relief  Act  (50 
U.S.C.  App.  sec.  574)  is  in  no  way  dimin¬ 
ished.  Accordingly,  for  purposes  of 
such  State  tax,  an  individual  shall  not  be 
considered  to  have  become  a  resident  of 
a  State  solely  because  of  his  absence  from 
his  original  State  of  residence  under  mil¬ 
itary  order.  Moreover,  compensation  for 
military  service  shall  not  be  considered 
as  income  derived  from  a  source  within 
a  State  of  which  the  individual  earning 
such  compensation  is  not  a  resident, 
within  the  meaning  of  paragraph  (d)  of 
S  301.6362-5.  The  proceeding  sentence 
shall  not  apply  to  nonmlUtary  compen¬ 
sation.  Thus,  for  example,  if  an  indi¬ 
vidual  who  is  serving  in  State  X  as  a 
member  of  the  Armed  Forces,  and  who 
is  regarded  as  a  resident  of  State  Y 
under  the  Soldiers’  and  Sailors’  Civil 
Relief  Act,  earns  nonmilitary  income  in 
State  X  from  a  part-time  job,  such  non¬ 
military  income  may  be  subject  to  a 
qualifi^  nonresident  tax  imposed  by 
State  X. 

(i)  Withholding  on  compensation  of 
employees  of  railroads,  motor  carriers, 
airlines,  and  water  carriers.  Hiere  is  no 
contravention  of  the  provisions  of  section 
26,  226A,  or  324  of  the  Interstate  Com¬ 
merce  Act.  or  of  section  1112  of  the  Fed¬ 
eral  Aviation  Act  of  1958,  with  respect 
to  the  withholding  of  comp>ensation  to 
which  such  sections  apply  for  purposes 
of  the  nonresident  tax, 

(j)  Income  derived  from  interstate 
commerce.  There  is  no  contravention  of 
the  provisions  of  the  Act  of  Septem¬ 
ber  14,  1959  (73  Stat.  555),  with  respect 
to  the  taxation  of  income  derived  from 
interstate  commerce  to  which  such  stat¬ 
ute  applies. 

§  301.6363—1  Stale  agreeinenln. 

(a)  Notice  of  election.  If  a  State  elects 
to  enter  into  a  State  agreement  it  shall 
file  notice  of  such  election  with  the  Sec¬ 
retary  or  his  delegate.  The  notice  of  elec¬ 
tion  shall  include  the  following: 

(I)  Statement  by  the  Governor.  A 
written  statement  by  the  Governor  of  the 
electing  State: 

(i)  Requesting  that  the  Secretary 
enter  into  a  State  agreement,  and 

(II)  Binding  the  Governor  and  his  suc¬ 
cessors  in  office  to  notify  the  Secretary 
or  his  delegate  immediately  of  the  en¬ 
actment,  between  the  time  of  the  filing 
of  the  notice  of  election  and  the  time 
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of  the  execution  of  the  State  agreement, 
of  any  law  of  that  State  which  meets 
the  description  given  In  any  of  the  sub- 
divLslons  of  subparagraph  (2)  of  this 
paragraph,  whether  or  not  such  law  Is 
intended  to  be  administered  by  the 
United  States  pursuant  to  subchapter  G. 

( 2)  Copy  of  State  laws.  Certified  copies 
of  all  laws  of  tlmt  State  described  In  any 
of  the  following  subdivisions  of  this  sub- 
paragraph,  and  a  specification  of  laws 
described  in  subdivision  (1)  of  this  sub- 
paragraph  as  “subchapter  E  laws”,  of 
laws  described  In  subdivision  (11)  as 
‘  other  tax  laws”,  of  laws  described  In 
subdivision  (ill)  as  “non-tax  laws”,  and 
of  laws  described  In  subdivision  (iv)  as 
“interstate  cooperation  laws”: 

(1>  All  of  the  State  individual  income 
tax  laws  (including  laws  relating  to  the 
collection  or  administration  of  such 
taxes  or  to  the  prosecution  of  alleged 
civil  or  criminal  violations  with  respect 
to  such  taxes)  which  the  State  would 
expect  the  United  States  to  administer 
pursuant  to  subchapter  E  if  the  State 
agreement  is  executed  as  requested.  In 
order  to  have  a  valid  notice,  the  State 
must  have  a  tax  which  would  meet  the 
requirements  for  qualification  specified 
in  section  6362  and  the  regulations 
thereunder  If  a  State  agreement  were  in 
effect  with  respect  thereto,  with  no  con¬ 
ditions  attached  to  the  effectiveness  of 
such  tax  other  than  the  execution  of  a 
State  agreement.  Such  tax  must  be  ef¬ 
fective  no  later  than  the  January  1  speci¬ 
fied  in  the  State’s  notice  of  election  as 
the  date  as  of  which  subchapter  E  Is 
desired  to  become  applicable  to  the 
electing  State,  except  that  such  effective 
date  shall  be  deferred  to  the  date  pro¬ 
vided  in  the  State  agreement  for  the  be¬ 
ginning  of  applicability  of  subchapter  E 
to  the  State,  If  the  latter  date  is  different 
from  the  date  specified  In  the  notice  of 
election. 

(ii)  All  of  the  State  income  tax  laws 
applicable  to  individuals  (including  laws 
relating  to  the  collection  or  administra¬ 
tion  of  such  taxes  or  to  the  prosecuticm  of 
alleged  civil  or  criminal  vlolatlcms  with 
respect  to  such  taxes)  which  the  State 
would  not  expect  the  United  States  to 
administer  but  which  may  be  in  effect 
simultaneously  (for  any  period  of  time) 
with  the  State  agreement. 

(iii)  All  of  tlie  State  laws  other  than 
individual  income  tax  laws  which  provide 
for  the  making  of  any  payments  by  the 
State  based  on  one  or  more  criteria 
which  the  State  may  desire  to  verify  by 
reference  to  information  contained  in 
returns  of  qualified  taxes. 

( iv)  All  of  the  State  laws  which  may  be 
in  effect  simultaneously  (for  any  period 
of  time)  with  the  State  agreement  and 
which  provide  for  cooperation  or  recip¬ 
rocal  agreement  between  the  electl^ 
State  and  another  State  with  respect 
to  income  taxes  applicable  to  Individuals. 

(3)  Approval  by  legislature  or  author¬ 
ization  by  constitutional  amendment.  A 
certified  copy  of  an  Act  or  Resolution  of 
the  legislature  of  the  electing  State  in 
which  the  legislature  affirmatively  ex- 
presses*its  approval  of  the  State’s  entry 
into  a  State  agreement,  or  a  certified 


copy  of  an  amendment  to  the  constitu¬ 
tion  of  such  State  by  which  the  voters  of 
the  State  affirmatively  authorize  such 
entry. 

(4)  Opinion  by  State  Attorney  Gen¬ 
eral  or  judgment  of  highest  court.  A 
written  statement  by  the  State  Attorney 
General  to  the  effect  that,  in  his  opinion, 
no  provision  of  the  State’s  Constitution 
would  be  violated  by  the  State  law's 
incorporation  by  reference  of  the  Federal 
individual  income  tax  laws  and  regula¬ 
tions.  as  amended  from  time  to  time,  by 
the  Federal  prosecution  and  trial  of  in¬ 
dividuals  who  are  alleged  to  have  com¬ 
mitted  crimes  with  respect  to  the  State’s 
qualified  tax  (when  it  goes  into  effect  as 
such) .  or  by  any  other  provision  relating 
to  such  tax,  considered  as  of  the  time  it 
is  being  collected  and  administered  by 
the  Federal  Government  pursuant  to 
subchapter  E.  However,  if  such  a  state¬ 
ment  is  not  included  in  the  notice  of 
election,  a  judgment  of  the  highest  court 
of  the  State  to  the  same  effect  may  be 
submitted  in  its  place. 

(5)  Effective  date.  A  written  specifica¬ 
tion  of  the  January  as  of  which  sub¬ 
chapter  E  is  desired  to  become  applicable 
to  the  electing  State. 

(b)  Rules  relating  to  time  for  filing 
notice  of  election.  An  electing  State  must 
file  its  notice  of  election  more  than  6 
months  prior  to  the  January  1  as  of 
which  the  notice  specifies  that  the  pro¬ 
visions  of  subchapter  E  are  desired  to 
become  applicable  to  such  State.  'Thus, 
for  example,  if  the  date  specified  in  the 
notice  is  January  1. 1979.  the  notice  must 
be  filed  no  later  than  June  30, 1978.  How¬ 
ever,  because  under  the  provisions  of 
section  204(b)  of  the  Federal -State  Tax 
Collection  Act  of  1972  (86  Stat.  945),  as 
amended  by  section  2116(a)  of  the  Tax 
Reform  Act  of  1976  (90  Stat.  1910,  the 
provisions  of  subchapter  E  will  initially 
take  effect  on  the  first  January  1  which  is 
more  than  1  year  after  the  first  date  on 
which  at  least  one  State  has  filed  a  no¬ 
tice  of  its  election  (see  !  301.6361-5),  the 
notice  of  an  election  which  causes  sub- 
chapter  E  to/initially  take  effect  must  be 
ffied  with  the  Secretary  or  his  delegate 
more  than  1  year  prior  to  the  January  1 
as  of  which  such  notice  specifies  that  the 
provisions  of  subchapter  E  are  desired  to 
become  applicable  to  such  State.  Thus, 
for  example,  if  such  an  initially  electing 
State  desires  to  elect  subchapter  E  as  of 
January  1,  1979,  its  notice  must  be  filed 
no  later  than  December  31.  1977.  For 
purposes  of  this  section,  if  the  notice  of 
election  is  sent  by  either  registered  or 
certified  mail  to  the  Secretary  of  the 
'Treasury,  Washington.  D.C.  20220,  then 
it  shall  be  deemed  to  be  filed  on  the  date 
of  mailing;  otherwise,  the  notice  of  elec¬ 
tion  shall  be  deemed  to  be  filed  when  it 
is  received  by  the  Secretary  or  his  dele¬ 
gate. 

(c)  Procedures  relating  to  defects  in 
notice  or  tax  laws.  If  a  State  has  filed 
a  notice  of  election,  then  the  Secretary 
shall,  within  90  days  after  the  notice  is 
filed,  notify  the  (Governor  of  such  State 
in  writing  of  any  defect  in  the  notice  of 
election  which  prevents  it  from  being 
valid,  and  of  any  defect  in  the  State’s 


tax  laws  which  causes  the  tax  submitted 
to  fall  to  meet  the  requirements  for 
qualification  specified  in  section  6362  and  . 
the  regulations  thereunder,  other  than 
the  fact  that  no  State  agreement  ts  iri 
effect  with  respect  thereto. 

Any  such  defect  of  which  the  Secretary 
does  not  notify  the  Governor  within 
such  90-day  period  is  waived.  The  Secre¬ 
tary  or  his  delegate  may,  in  his  discre¬ 
tion.  permit  any  of  such  defects  of  which 
the  Governor  is  timely  notified  to  be 
cured  retroactively  to  the  date  of  the  fil¬ 
ing  of  the  notice  of  election,  by  amend¬ 
ment  of  the  notice  or  the  State  law. 
Judicial  review  of  the  Secretary’s  deter¬ 
mination  that  the  notice  of  election  or 
the  tax  laws,  or  both,  contain  defects, 
may  be  obtained  as  s^  forth  in  section 
6363(d)  and  5  301.6363-4. 

(d)  Execution  and  contents  of  State 
agreement.  If  the  Secretary  does  not 
timely  notify  the  Governor  of  a  defect  in 
the  notice  of  election  or  in  the  State’s 
tax  laws,  as  provided  in  peu-agraph  (c) 
of  this  section,  or  if,  as  provided  in  such 
paragraph,  all  such  defects  have  been 
cured  retroactively,  then  the  Secretary 
shall  enter  into  a  State  agreement.  ’The 
agreement  shall  include  the  following 
elements : 

( 1 )  Effective  date.  'The  agreement  shall  • 
specify  the  January  1  as  of  which  sub¬ 
chapter  E  will  commence  to  be  apphear 
ble  to  the  State.  Such  date  shall  be  the 
same  as  that  specified  in  the  notice  of 
election  pursuant  to  paragrai^  (a>(3) 
of  this  section,  unless  tlie  parties  agree 
to  a  different  January  1.  except  tlrat  in 
no  event  shall  a  State  agreement  exe¬ 
cuted  after  November  1  specify  the  next 
January  1. 

(2)  Obligation  of  Governor  to  notify 
the  United  States  of  changes  in  ptrti- 
ment  State  laws.  ’The  agreement  shall  tt- 
quire  the  Governor  of  the  State,  and 
his  successcH^  in  office,  to  notify  the  Sec¬ 
retary  or  his  delegate  within  30  days  of 
the  enactment  of  any  law  of  the  State, 
after  the  execution  of  the  agreement,  of 
a  type  described  in  paragraph  (a)(2)  of 
this  section. 

(3)  Obligation  of  Governor  to  furnisk 
to  the  United  States  information  needed 
to  administer  State  tax  laws.  The  agree¬ 
ment  shall  require  the  Governor  and  his 
successors  to  furnish  to  the  Secretary  or 
his  delegate  any  information  needed  by 
the  Federal  Government  to  administer 
the  State  tax  laws.  Such  information 
shall  include,  for  example,  a  Hst  (which 
shall  be  maintained  on  a  current  basis) 
of  those  obligations  of  the  State  or  its 
political  subdivisions  described  in  section 
103(a)  (1)  from  which  the  interest  is  not 
subject  to  the  qualified  taxes  of  the 
State. 

(4)  Identification  of  State  official  to 
act  as  liaison  with  Federal  Government. 
The  agreement  shall  include  a  designa¬ 
tion  by  the  Governor  of  the  State  official 
or  officials  with  whom  tl>e  Secretary  or 
his  delegate  should  coordinate  in  coi>- 
nection  with  any  questi<ms  or  problems 
which  may  arise  during  the  period  for 
which  the  State  agreement  is  effective. 
Including  those  which  may  result  from 
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changes  or  contemplated  changes  In  per¬ 
tinent  State  laws. 

(5)  Identification  of  State  official  to 
receive  transferred  funds.  The  agree¬ 
ment  shall  include  a  designation  by  the 
Governor  of  the  State  official  who  shall 
initially  receive  the  funds  on  behalf  of 
the  State  when  they  are  transferred  pur¬ 
suant  to  section  6361(c)  and  S  301.- 
6361-3. 

(6)  Other  obligations.  If  the  Secretary 
and  the  Governor  both  so  agree,  the 
agreement  shall  provide  for  additional 
obligations. 

(e)  State  agreement  superseding  cer¬ 
tain  other  agreements.  For  the  period  of 
its  effectiveness,  a  State  agreement  shall 
supersede  an  otherwise  effective  agree¬ 
ment  entered  into  by  the  State  and  the 
Secretary  for  the  withholding  of  State 
Income  taxes  from  the  compensation  of 
Federal  employees  pursuant  to  5  U.S.C. 
5517  (or  pursuant  to  5  U.S.C.  5516,  in 
the  case  of  the  District  of  Columbia) . 

§  301.6363—2  Whhdra«»'al  from  Slate 
agreements. 

(a)  By  notification.  If  a  State  which 
has  entered  into  a  State  agreement  de¬ 
sires  to  withdraw  from  the  agreement, 
its  Governor  shall  file  a  notice  of  with¬ 
drawal  with  the  Secretary  or  his  dele¬ 
gate.  A  notice  of  withdrawal  shall  in¬ 
clude  the  following  documents: 

(1)  Request  by  the  Governor.  A  re¬ 
quest  by  the  Governor  of  the  State  that 
toe  State  agreement  cease  to  be  effective 
with  respect  to  taxable  years  beginning 
on  or  after  a  specified  January  1,  except 
as  provided  in  paragraph  (b)  (2)  of 
!  301.6365-2  with  respect  to  withholding 
in  toe  case  of  fiscal-year  taxpayers. 

(2)  Legislative  approval  of  withdraw¬ 
al.  A  certified  copy  of  an  Act  or  Resolu¬ 
tion  of  toe  legislature  of  the  State  in 
which  toe  legislature  affirmatively  ex¬ 
presses  its  approval  of  toe  State’s  with¬ 
drawal  from  the  State  agreement. 

(3)  Identification  of  State  official.  A 
written  Identification  of  the  State  offi¬ 
cial  or  officials  with  whom  the  Secretary 
or  his  delegate  should  coordinate  in  con¬ 
nection  with  toe  State’s  withdrawal  from 
toe  State  agreement. 

(b)  By  change  in  State  law.  If  any  law 
of  a  State  which  has  entered  into  a  State 
agreement  is  enacted  pertaining  to  in¬ 
dividual  income  taxes  (including  toe  col¬ 
lection  or  administration  of  such  taxes, 
and  toe  prosecution  of  alleged  civil  or 
criminal  violations  with  respect  to  such 
taxes) ,  and  if  the  Secretary  or  his  dele¬ 
gate  determines  that  as  a  result  of  such 
law  toe  State  no  longer  has  a  qualified 
tax,  then  such  change  in  the  State  law 
shall  be  treated  as  a  notification  of  with¬ 
drawal  from  the  agreement.  The  Secre¬ 
tary  shall  notify  the  Governor  in  writing 
when  a  change  is  to  be  so  treated.  Such 
notification  shall  have  the  same  effect  as 
If,  on  the  effective  date  of  the  disquali¬ 
fying  change  in  the  law,  the  Governor 
had  filed  with  the  Secret^  or  his  dele¬ 
gate  a  valid  and  sufficient  notice  of  with¬ 
drawal  requesting  that  the  State  agree- 
mmt  cease  to  be  effective  with  respect  to 
taxable  years  beginning  on  or  aft^  toe 
first  January  1  which  is  more  than  6 


months  thereafter,  subject  to  the  ex¬ 
ception  with  respect  to  withholding  in 
toe  case  of  fiscal-year  taxpayers.  How¬ 
ever,  toe  cessation  of  effectiveness  may 
be  deferred  to  a  subsequent  January  1 
If  toe  Governor  so  requests  and  If  toe 
Secretary  or  his  delegate  In  his  discre¬ 
tion  determines  that  toe  date  of  cessa¬ 
tion  provided  in  toe  preceding  sentence 
would  subject  the  State  or  its  taxpayers 
to  undue  hardship.  In  addition,  the  Gov¬ 
ernor  may  request  toe  Secretary  or  his 
delegate  to  permit  the  State’s  early  with¬ 
drawal  from  the  agreement,  pursuant  to 
paragraph  (c)(2)  of  this  section.  Until 
the  date  of  cessation  of  effectiveness  of 
toe  State  agreement,  the  change  in  State 
law  which  was  treated  as  a  notification 
of  withdrawal,  and  any  other  such  sub¬ 
sequent  change  that  would  be  similarly 
treated,  shall  not  be  given  effect  for  pur¬ 
poses  of  the  Federal  collection  and  ad¬ 
ministration  of  the  State  taxes.  Similar¬ 
ly,  such  changes  shall  not  be  given  effect 
for  such  purposes  during  the  period  of 
litigation  if  the  State  se^  judicial  re¬ 
view  of  the  action  of  toe  Secretary  or  his 
delegate  pursuant  to  section  6363(d)  or 
§  301.6363-4,  even  if  such  changes  are 
^timately  found  by  the  court  not  to  dis¬ 
qualify  the  State’s  qualified  tax.  How¬ 
ever,  a  change  in  State  law  which  would 
be  treated  as  a  notice  of  withdrawal  in 
the  absence  of  this  sentence  shall  not  be 
so  treated  if,  prior  to  the  last  November  1 
preceding  the  January  1  on  which  the 
cessation  of  effectiveness  of  toe  State 
agreement  is  to  occur,  either  such  change 
in  State  law  is  retroactively  repealed,  or 
the  State  law  is  retroactively  modified 
and  the  Secretary  or  his  delegate  deter¬ 
mines  that  with  such  modification  toe 
State  has  a  qualified  tax. 

(c)  Rules  relating  to  time  of  with¬ 
drawal. — (1)  General  rule.  Except  as 
provided  in  subparagraph  (2)  of  this 
paragraph,  a  notice  of  withdrawal  shall 
not  be  valid  unless  the  January  1  speci¬ 
fied  therein  is  not  earlier  than  toe  first 
January  1  which  is  more  than  6  months 
subsequent  to  the  date  on  which  toe  no¬ 
tice  is  received  by  toe  Secretary  of  his 
delegate.  Thus,  for  example,  if  toe  no¬ 
tice  is  received  by  the  Swretary  or  his 
drawal,  toe  notice  must  be  received  no 
later  than  June  30, 1979. 

(2)  Early  toithdratoal.  The  Secretary 
or  his  delegate  may,  in  his  discretion 
and  upon  written  request  by  a  Governor 
of  a  State  who  has  filed  a  notice  of  with¬ 
drawal,  waive  the  6-montos  requirement 
of  section  6363(b)(1)  and  subpara¬ 
graph  (1)  of  this  paragraph  if  toe  Sec¬ 
retary  determines  that: 

(i)  The  State  will  suffer  a  hardship  if 
required  to  meet  such  requirement,  and 

(ii)  The  early  withdrawal  requested 
by  the  Governor  would  be  practicable 
from  the  standpoint  of  orderly  collec¬ 
tion  of  toe  qualified  tax  and  administra¬ 
tion  of  the  State  law  by  the  Federal 
(government. 

§  301.6363—3  Transition  years. 

The  State  may  by  law  provide  for  toe 
transition  to  or  from  a  qualified  tax  to 
toe  extent  necessary  to  prevent  double 
taxation  or  other  unintended  hardships. 


or  to  prevent  unintended  benefits,  under 
State  law.  Genendly,  such  provisions 
shall  be  administered  by  toe  State;  but. 
If  requested  to  do  so  by  toe  Governor  of 
the  State,  toe  Secretary  or  his  delegate 
may,  in  his  discretion,  agree  to  adminis¬ 
ter  such  provisions  either  solely  or  joint¬ 
ly  with  toe  State. 

§301.6363—4  Judicial  review. 

(a)  General  rule.  If  the  Secretary  or 
his  delegate  determines  pursuant  to 
paragraph  (c)  of  §  301.6363-1  that  a 
State  did  not  file  a  valid  notice  of  elec¬ 
tion  or  does  not  have  a  tax  which  would 
meet  the  requirements  for  qualification 
specified  in  section  6362  and  toe  regu¬ 
lations  thereimder  if  a  State  agreement 
were  in  effect  with  respect  thereto,  or  if 
he  determines  pursuant  to  paragraph 

(b)  of  §  301.6363-2  that  a  participating 
State  has  enacted  a  law  as  a  result  of 
which  the  State  no  longer  has  a  quali¬ 
fied  tax,  such  State  may,  within  60  days 
after  its  Governor  has  received  notifi¬ 
cation  of  such  determination,  file  a  peti¬ 
tion  for  the  review  of  such  determina¬ 
tion  with  either  the  United  States  Court 
of  Appeals  for  toe  circuit  in  which  the 
State  is  located  or  toe  United  States 
Court  of  Appeals  for  toe  District  of  Co¬ 
lumbia.  If  a  State  files  such  a  petition, 
toe  clerk  of  toe  court  shall  forthwith 
transmit  a  copy  of  toe  petition  to  the 
Secretary  or  his  delegate,  who  in  turn 
shall  thereupon  file  in  the  court  toe  rec¬ 
ord  of  proceedings  on  which  toe  deter¬ 
mination  adverse  to  toe  State  was  based, 
as  provided  in  sectiem  2112  of  title  28, 
United  States  Code. 

(b)  Court  of  Appeals’  jurisdiction.  The 
Court  of  Appeals  may  affirm  or  set  aside, 
in  whole  or  in  part,  the  action  of  toe 
Secretary  or  his  delegate;  and  (subject 
to  toe  rules  delaying  toe  effectiveness  of 
the  change  in  State  law  provided  in  para¬ 
graph  (b)  of  $  301.6363-2)  toe  court  may 
issue  such  other  orders  as  may  be  ap¬ 
propriate  with  respect  to  taxable  years 
which  Include  any  part  of  the  period  of 
litigation. 

(c)  Review  of  Court  of  Appeals’  judg¬ 
ment.  The  jud^ent  of  toe  Court  of  Ap¬ 
peals  shall  be  subject  to  review  by  toe 
Supreme  CJourt  of  toe  United  States  upon 
ce^orari  or  certification  sought  by 
either  party  as  provided  in  section  1254 
of  title  28,  United  States  Code. 

(d)  Effect  of  final  judgment.  If  a  final 
judgment,  rendered  with  respect  to  liti¬ 
gation  involving  a  State’s  petition  to  re¬ 
view  a  determination  of  the  Secretary 
or  his  delegate  to  toe  effect  that  the 
State’s  individual  income  tax  laws  in¬ 
cluded  in  its  notice  of  election  would  not 
meet  the  requirements  for  qualification 
specified  in  section  6362  and  the  regula¬ 
tions  thereunder  if  a  State  agreement 
were  in  effect  with  respect  thereto,  in¬ 
cludes  a  determination  that  toe  State’s 
tax  would  in  fact  meet  such  require¬ 
ments,  then  toe  provisions  of  subchapter 
E  toall  apply  to  the  State  with  respect 
to  taxable  years  beginning  on  or  after 
the  first  January  1  which  is  more  than  6 
months  after  the  date  of  such  final  judg¬ 
ment.  If  a  final  judgment,  rendered  with 
respect  to  litigation  involving  a  State’s 
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petition  to  review  a  determination  of  the 
Secretary  or  his  delegate  to.  the  effect 
tliat  the  State’s  previously-qualified  tax 
ceases  to  qualify  because  of  a  change  in 
tlie  State's  law,  includes  a  determination 
that  tlie  State’s  tax  does  in  fact  cease  to 
qualify,  then  the  provisions  of  subchap¬ 
ter  E  (other  than  section  6363)  shall 
cease  to  apply  to  the  State  with  respect 
to  taxable  years  beginning  on  or  after 
the  first  January  1  which  is  more  tlian  6 
mopths  after  the  date  of  such  finad  judg¬ 
ment.  See  paragraph  (b)  of  §  301.6365-2 
for  special  rules  with  respect  to  wiUi- 
holding  in  the  case  of  fi^al-year  tax¬ 
payers. 

(e)  Expeditious  treatment  of  judicial 
proceedings.  Under  section  6363(d)(4). 
any  judicial  proceedings  to  which  a  State 
and  the  United  States  are  parties,  and 
which  are  brought  pursuant  to  section 
6363,  are  entitled  to  receive  a  preference, 
and  to  be  heard  and  determined  as  ex¬ 
peditiously  as  possible,  upon  request  of 
the  Secretary  or  the  State. 

§  301.63(>5— 1  Definitions. 

(a)  State.  For  purposes  of  subchapter 
E  and  the  regulations  thereunder,  the 
term  “State”  shall  Include  the  District 
of  Columbia,  but  shall  not  include  the 
Commonwealth  of  Puerto  Rico  or  any 
possession  of  the  United  States. 

(b)  Gouernor.  For  purposes  of  sub¬ 
chapter  E  and  the  regulations  there¬ 
under,  the  term  “Governor”  shall  include 
the  Mayor  of  the  District  of  Columbia. 

§  301.636S-^  Coninicnrenirnt  and  res- 
salion  of  applicability  of  aubcliaptcr 
E  to  individual  taxpayers. 

(a)  General  rule.  Except  for  purposes 
of  chapter  24  (relating  to  the  collection 


of  income  tax  at  source  on  wages), 
whenever  subchapter  E  begins  or  ceases 
to  apply  to  any  State  (i.e.,  a  State  agree¬ 
ment  begins  or  cea.ses  to  be  effective)  as 
of  any  January  1,  such  commencement 
or  cessation  of  applicability  shall  apply 
to  taxable  years  of  individuals  beginning 
on  or  after  such  date.  For  example,  if 
subchapter  E  begins  to  apply  to  a  par¬ 
ticular  State  on  January  1, 1980,  it  would 
become  applicable  for  calendar  year  1980 
for  calendar-year  taxpayers  in  that 
State;  but  if  a  taxpayer  in  the  State  is 
using  a  fiscal  year  running  from  July  1  to 
June  30,  the  subchapter  would  begin  to 
apply  (except  for  purposes  of  chapter  24) 
to  that  taxpayer  on  July  1.  1980,  for  his 
taxable  year  ending  June  30,  1981.  Simi¬ 
larly.  if  the  subchapter  ceases  to  apply 
to  such  State  on  January  1, 1982,  it  would 
cease  to  apply  to  calendar-year  taxpayers 
after  the  end  of  calendar  year  1981;  but 
it  would  cease  to  apply  (except  for  pur¬ 
poses  of  chapter  24)  to  fiscal-year  tax¬ 
payers  at  the  end  of  their  fiscal  years 
which  are  in  progress  on  Januray  1, 1982. 
Tlie  cessation  of  applicability  of  sub¬ 
chapter  E  to  a  State  does  not  affect 
rights,  duties,  and  UabiUties  with  respect 
to  any  taxabie  year  for  which  subchapter 
E  does  apply  with  respect  to  any  taxpayer 
(or  his  employer) . 

(b)  Special  rules  pertaining  to  with¬ 
holding — (1)  Subchapter  E  beginning  to 
apply.  The  Federal  withholding  system 
provided  hi  chapter  24  shall  go  into  effect 
for  State  individual  income  tax  purposes 
witli  respect  to  wages  paid  on  or  after 
the  January  1  as  of  which  subchapter  E 
beghis  to  apply  to  a  State.  If  an  employee 
is  subject  to  a  qualified  tax  imposed  by 
the  State,  such  withholding  system  shall 


apply  to  his  wages  paid  on  or  after  that 
January  1,  without  regard  to  whether  he 
is  a  calendar-year  or  fi.scal-year  tax¬ 
payer.  See  S  301.6363-3  with  respect  to 
transition-year  rules. 

(2)  Subchapter  E  ceasing  to  apply.  The 
Federal  withholding  system  provided  in 
chapter  24  shall  cease  to  be  effective  for 
State  tax  purposes  with  respect  to  wages 
paid  on  or  after  the  January  1  as  of 
which  subchapter  E  ceases  to  apply  to 
the  State,  although  fiscal-year  taxpayers 
of  that  State  continue  to  be  subject  to 
tlie  other  provisions  of  subchapter  E  for 
the  remainder  of  their  fiscal  years  then 
ill  progress.  See  §  301.6363-3  with  respect 
to  transition-year  rules. 

Par.  22.  Section  301.6403-1  is  amended 
to  read  as  follows: 

§  301.6403—1  Rcportii  of  refunds  and 
rrediu. 

Section  6405  requires  that  a  report  be 
made  to  the  Joint  Committee  on  Taxa¬ 
tion  of  proposed  refunds  or  credits  in  ex¬ 
cess  of  $100,000  of  any  income  tax  (in¬ 
cluding  any  qualified  State  individual  in¬ 
come  tax  collected  by  the  Federal  Gov¬ 
ernment)  ,  war  profits  tax,  excess  profits 
tax.  estate  tax,  or  gift  tax.  An  exception 
is  provided  under  which  refunds  and 
credits  made  after  July  1.  1972,  and  at¬ 
tributable  to  an  election  under  section 
165  (h)  to  deduct  a  disaster  loss  for  the 
taxable  year  in  which  the  disaster  (x;- 
curred,  may  be  made  prior  to  the  submis¬ 
sion  of  such  report  to  the  Joint  Com¬ 
mittee  on  Taxation. 

Jerome  Kurtz, 
Commissioner  of 
Internal  Revenue. 
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